ARO04 => 


Through the scope of our activities, we serve customers, 


we grow our business and we create value for our shareholders. 
We are people reaching out to the challenge of bringing 


the world together through communications. 
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ee BCE HAS ADOPTED THE BELL LOGO AS PART 
cee OF A WIDER PROGRAM TO BUILD ON THE 
ee ees _ HISTORIC STRENGTH AND RECOGNITION OF 
Ea : oe ze: THE BELL BRAND AND OFFER CUSTOMERS THE 
sees ae ee ae CONVENIENCE OF A FULL RANGE OF INFORMATION, 
I ene Ons S eee . COMMUNICATION AND ENTERTAINMENT SERVICES. 


BCE offers the full spectrum of communications services 
and solutions to our customers in Canada and abroad. 

We are committed to growing profitably through our diverse 
capabilities and the skills of our employees worldwide. 


Our strengths... 


Spanning key segments of the communications 
sector: Canadian communications services, systems integration 
and e-commerce, media, technology and solutions, and _ 


international communications services. 


icra Deine business im 150 countries, including fhe wed ds : 


most dynamic communications growth markets. 


Commiuent Ce istoide dic mo 2. experience, | | 
technological leadership and customer knowledge of our 


people to develop innovative solutions of unique value, 


oslo Committing t@ fesearemn= dics development a as t 


foundation of our success and our ability to meet customer neec 1s 


Leveraging marketplace leadership on the omen 


of Bell Canada and Nortel Networks. 
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PER COMMON SHARE 
($) 


BCE 


($ millions, except per share amounts) 1998 1997 
Revenues 27,454 34,517 
Revenues excluding Nortel Networks 13,826 13,051 
Net earnings ! 4,598 1,414 
Baseline? earnings applicable to common shares 1,592 1273 
Baseline? earnings per common share 2.50 2.00 
Baseline2 return on assets (%) 16 15 


1 Before extraordinary item 


2 Excluding special items 


SHAREHOLDERS’ TOTAL RETURN 
December 31, 1993 = $100 Canadian 


The compound annual return $350 250% 
on BCE common shares during ss 

$300 200% 
the five-year period ending 
December 31, 1998, assuming $250 12072 
reinvestment of all dividends, Sa ear 
was 25.6 per cent compared to a TSE 300 
10.7 per cent return on the ue 
TSE 300 Composite Index <0 ae 
(TSE 300). 

$50 193 194 195 196 197 log -50% 
PRICE RANGE OF COMMON SHARES? 

1998 1997 cesadsscusescoveessssnsaccsusass 

Sa wa es ae ae ee Be: 
Toronto Stock Exchange ($) 68.05 39.75 57.85 48.75 30.78 47.65 
NYSE Consolidated tape ($US) 46% 25% 37" 34 22 336 


3 Adjusted to reflect two-for-one stock split effective May 14, 1997. 
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| message to shareholders 


= S i ly 


1998: investing 
for growth 


L. R. Wilson 


Telecommunications is today the world’s most dynamic and 
exciting industry. Ours is an industry undergoing a revolutionary 
transformation from a century-long tradition of voice services 


to a limitless future where all forms of information will be available — 


literally anywhere, anytime thanks to the magic of the Internet, 


\ 
\ 


mM wireless and optical technologies. 


Your company, BCE, is uniquely positioned to succeed in this unfolding world of opportunity owing to the unequalled 
scope of our telecommunications capabilities. Our strategy is to exploit our scope to give customers the integrated 
communications services and solutions that will define the leading edge of the industry and by so doing, to be a leader in 
creating value for shareholders. In 1998 we invested heavily in new initiatives whose impact on our financial results is 
already being felt. These investments, and the strategies underlying them, are detailed in the pages that follow. We will 
continue to invest strategically in high-growth opportunities in the coming year in order to further strengthen our 
competitive position. 

Reviewing the year just completed, BCE’s 1998 baseline earnings grew by 25 per cent over 1997, from 31.3 billion to 
$1.6 billion. Revenues, excluding Nortel Networks which is no longer consolidated in BCE, increased by six per cent during 
the past year to $13.8 billion. A detailed review of BCE’s financial results can be found in the Management’s Discussion 
and Analysis section which begins on page 22 of this report. 


Group Results 

Bell Canada continues to reshape its business operations in the face of heated competition on all fronts. While the company 
made significant progress in 1998, revenues and earnings remained virtually unchanged from the previous year when 

adjusted for the accounting changes made in 1997. Significant advances, however, were made in other areas. For example, 
aggressive savings plans for residence and business customers enabled Bell Canada to stem the erosion of market share 

in the long distance telephone market for the first year since the introduction of competition. Revenues generated from data 


services, a high growth area of our industry, grew by 19 per cent. 
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Nortel Networks finished the year with record results, underscoring the wisdom of its decision 
in 1998 to acquire Bay Networks. Nortel Networks’ revenues for the year grew by 22 per cent over 1997, 
from $21.5 billion to $26.3 billion. Continuing growth is indicated by order input —essentially the 
dollar value of orders that have been placed for future delivery. In this respect, the year ended on a 
particularly strong note for Nortel Networks with order input for 1998 of $28 billion, an increase of 
24 per cent over 1997. 

Bell Mobility’s year was highlighted by the introduction of digital wireless service (PCS). 
Reflecting competition and anticipated costs associated with the introduction of PCS, the company’s 
earnings declined from $71 million in 1997 to essentially zero for the past year. Meanwhile overall 
subscriber growth continued to be very strong, up 19 per cent over 1997, to end the year at two million. 
But intense competition kept downward pressure on prices. As a result, revenues for 1998 increased 
by only three per cent to $1.29 billion. 

Bell Canada International (BCI) recorded a year of robust growth in 1998. Revenues grew by 85 per cent 
from $418 million in 1997 to $772 million in 1998. The companies in which BCI has an interest now 


provide service to approximately three million customers —a five-fold increase over year-end 1997. 


Jean C. Monty 


The 25 per cent improvement 
in BCE’s baseline earnings for 
1998 resulted from increases in 


our Canadian and International 


Telecommunications groups, 
and Nortel Networks. BCE’s 


competitive growth strategy 


is unfolding rapidly. 


Executive Changes 
In May 1998, L.R. Wilson, then Chairman and Chief Executive Officer was succeeded as Chief Executive 
Officer by Jean C. Monty, while Mr. Wilson continued as Chairman and an officer of the corporation. 

In January 1999, the Board asked Mr. Wilson to continue as non-executive Chairman, and to assume 
the chairmanship of the recently formed Corporate Governance Committee. Consistent with these 
extended non-executive Board governance responsibilities, Mr. Wilson retired as an officer and employee 
of the corporation. A discussion of changes to our board of directors and other governance issues can 
be found on page 20 of this Annual Report. 

As always we would like to thank our many thousands of employees in Canada and abroad who move 


our company forward on a daily basis and on whose skill and dedication we rely. 


a na 


L.R. Witson Jean C. Monty 
Chairman of the Board President and 

Chief Executive Officer 
February 22, 1999 
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Our strategic focus 


a) 


customer focus, growth 
financial performance 


No competitor can match the scope of services we deliver to our customers. Nor can they match our commitment to 
growth. The year ahead will be marked with significant developments as we move decisively to make investments and forge 
alliances that will propel us into the new millennium as the only Canadian company equipped to compete in the global 
communications arena. 

As we chart a course through an industry swept by change and upheaval, the Bell brand, Nortel Networks and our millions 
of customers remain our strongest assets. It is our responsibility, therefore, to safeguard BCE'’s attributes of service excellence, 


innovation and reliability. We will continue to develop our enormous potential for our shareholders, employees and all Canadians. 


BCE Mission: to be a 


- customer-driven group, 


_CGI 43% stake 


sd building on the strengths of 
: our franchises, to create 
erowth and value, by reaching 
- out with leading-edge 


communication, information 


and entertainment services. 


As we move to increase our reach and scope, As these and other developments in this report suggest, the pace of 
we are guided by three principles: customer focus, | change in our industry is relentless. We must be equally relentless in our 
growth and financial performance. These three pursuit of new opportunities — even if it means changing some of our 
pillars support our mission and every initiative most cherished assumptions. Bell Canada, for example, is drastically 
we undertake. different from what it was just five years ago, and it will have gone 

In 1998, we committed some $2.9 billion to through yet another metamorphosis in five years’ time. 


growth-oriented investments. These investments 


: ; Sharpening our Focus 
ranged from supporting Bell ExpressVu—which 


To help consolidate our activities and focus our strategic approach to 
18 months ago did not exist and now has some 


markets, we have grouped with Bell Canada the other parts of our 
200,000 customers and more than 300 employees 


be ; bees business which offer communications services such as Bell ActiMedia 
—to taking a significant ownership position in 


ind Bell Mobility. Thi hel h h ll value of 
the CGI Group Inc., an international player in the aE amie elie aca o 8 eee aah eis 


: ; our offering to our customers and thereby creates greater value for our 
integration of information systems. , ; 
shareholders. We are also creating two new groups that we believe 
will provide greater growth opportunities. Our new media group will 
offer content and satellite services; and the second will focus on 


systems integration and Internet solutions. 
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Internet: Power and Potential 


Our different businesses have varying degrees of growth potential. Our e-commerce activities can serve as a 


case in point. Electronic commerce represents the burgeoning potential of life on the Internet—an environment 


where connectivity is widespread and where information, entertainment and transactional services abound. 


Consider that nearly 150 million people are today connected to the Internet; that Internet traffic doubles 


every three months; and that in less than one year, 80 per cent of the traffic on telecommunications networks will 


be data. This explains why most areas of our business are moving to capitalize on this tremendous potential. 


It also explains why Nortel is re-inventing itself to become a company focused on the Internet needs of 


its customers. Nortel's purchase of Bay Networks in 1998 has enabled it to vault ahead of the competition in this 


critical growth area. 


BCE Nexxia, which will operate in Canada under the name Bell Nexxia, is another example of positioning 


for growth on the Internet. While Bell Nexxia will offer a full range of traditional telephone services, its real 


significance is that it is Canada’s leader in broadband and Internet-based services, specializing in applications and 


transport capabilities. We are investing three quarters of a billion dollars in this company, which will operate 


nationally in Canada and in select U.S. markets. 


Canadian Communications Services 


‘Business sc 


An Industry Made New Again 
It has been said that telecommunications is an old 
industry that has become new again, giving birth 
to products and services that are forever changing 
how we live, work and play. This is why we will 
continue to invest in areas of business where we see 
demand growing, and where we can serve our 
customers better. 

Amidst this rich profusion of technologies 
and options, however, there is the risk of confusion 
in the marketplace. This is why the BCE group 
of companies must remain customer focused. 
Customers want simplicity, and turn to us to 
provide it. But to do this we must be diversified 
within the communications industry, with the 
scope to offer suites of services packaged under 


a single brand. 


Technology and Solutions ee 


Unified telecom networks to carriers ao 
enterprises anywhere i in the world 


Norret Networks 


= }> 


se Shae Integration and e-commerce | | 


lutions to enterprises ploball 


‘International Communications Services 
North American know-how for the 


development of new telecom services in 


ISNT eaten blah 


emerging markets 


Beit Canapa INTERNATIONAL 


ce 


| Davey of satellite entertainment and 
business services to the Americas 


BCE Mepia— te : 


—-— BE LL Express Vu 


A rl acy ala poe oe Mp ee oar eet 


ole NC escort 


BCE Emercis 


Our Financial Targets 

Management has set firm financial targets for 

the BCE group’s overall growth. Chiefly, we 
intend to increase revenues by six to eight per cent 
per year through new investments and the 


expansion of existing businesses. 


Customer Focus, Growth, 

Financial Performance 

The one sure route to strengthening our 
financial performance and increasing long-term 
shareholder value is by growing our business. 
And the way to grow our business is by serving 
customers more completely, more competitively 
and more conscientiously than anyone else. 


That is our commitment. 
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net 


benefits 


How BCE companies are turning 


IMNVOVaAZe.COM For Quebecers, 
travel has never been simpler! In November 
Bell ActiMedia (previously Tele-Direct) 
launched BonVoyage.com, an Internet travel 
service that puts business and vacation 
travel resources at the customer's fingertips. 
Quebecers can plan trips, buy tickets and 
make reservations 24 hours a day, seven days 


a week. BonVoyage.com will be launched 


in Ontario in 1999. 


As more activities become Internet-enabled, the number of users is 
increasing, fuelling even greater demand for Internet access, services 

and products. This explains why data now accounts for about half the traffic 
volume moving over our networks, and why it’s growing ro times faster 
than voice. To sustain its leadership as a communications company, BCE is 


proving its mettle on the Internet. 


Sympatico 

Sympatico Internet service leads the market with more than half a million 
subscribers nationally, 200,000 of whom reside in Bell’s territory. The national 
figure represents one out of every five Canadian Internet users, a 54 per cent 


growth over the previous year. 
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business through e-commerce and reorders our personal lives... the phenomenon has only just begun. 


the Internet to their advantage 


The Internet is a strategic priority for BCE, affecting virtually every business we're in. And no 
wonder—the Internet’s social, political and economic significance is enormous. Every day, more 


and more people stay in touch, learn, work, shop and bank using the Internet. It revolutionizes 


1-Meg Modem 
Unveiled by Nortel Networks in 
1998, the remarkable 1-Meg Modem 
handles one million bits of 
information per second — 

17 times faster than a 56K modem— 
and provides always-on connections, 
so there’s no need to dial-up each 
time. What’s more, it does all this 
over ordinary copper phone lines. 
Sales of the 1-Meg Modem topped 
US$1 billion within eight months 

of its introduction — making Nortel 
Networks the leader in high-speed 


Internet access. 


Sympatico: Canada’s 
gateway to the Internet 


The Internet is now so vast that even a 


Nortel Networks routine search can yield hundreds of entries, 
Today’s enterprise must communicate with employees, customers, only a few of which may be useful. How 
suppliers and partners over secure networks, combining voice to reduce this Niagara of information to 
and data and spanning vast distances. Nortel’s 1998 merger with manageable size? One answer is a 

Bay Networks, creating Nortel Networks, was designed to give portal, which organizes information that’s 


relevant to how you work and play. 
With its half-million 


subscribers, 


Nortel a leadership position in meeting this fast growing need. 


Unified Networks, unveiled just two months after the merger, 
promises seamless, cost-effective solutions that span data eA ti 
and telephony. De - 
emerging as “the” 
portal for Canada’s — 
- Internet users. 


In response to the Internet’s imperative for speed, Nortel 


Networks also embarked on wide-ranging changes designed to 


bring products to market faster. 


- "4 
] 
/ 


Bell will be investing $35 million. 
over three years to create a unique virtual, 
Web-enabled campus connecting Ontario 
and Quebec universities and leading-edge 
researchers. Through a collaborative intranet— 
a “collaboratory” — they will be linked to : 
one another and to BCE companies to develop 
advanced Internet applications and to promote 
Canadian innovation and intellectual property ~ 
development. The collaboratory will es 
significantly shorten the road from bright = Aa - 
idea to brilliant product. 


Bell ActiMedia BCE Emergis 
Se one Canada’s leading directory To seize on emerging opportunities, in August 
~ () OOO _ publisher made significant Bell Canada’s electronic business solutions division 
Sh eae rey fi cS inroads on the Internet and MPACT Immedia announced their merger, 
& Be ae throughout 1998. creating one of the largest e-commerce companies 
Sine ae ee This explains why the in the world with Bell Canada holding a 65 per cent 
ie * i : ky ()% ; ; ____ former Tele-Direct changed its interest. In January, the company was renamed 
ahs . ach ave _— name to Bell ActiMedia early BCE Emergis. 
‘ 7 oo in 1999—to reflect a closer Early in 1999, BCE Emergis, Bell Seay and 
aR as PR UA ES alliance with the Bell family Microsoft Canada were selected by e-route inc. — 
and greater involvement with interactive media. owned by a group of Canadian banks—to enter 
In partnership with the Toronto Star, into exclusive contract negotiations to provide an 
Bell ActiMedia launched toronto.com, one of electronic bill presentment service. Electronic bill 
the world’s most comprehensive city Web sites. presentment enables consumers and businesses 
Bell ActiMedia is also partnering with other to receive, review and pay bills electronically. The 
BCE companies, notably our e-commerce potential efficiencies for customers and banks is 
specialist BCE Emergis. enormous—as is the size of this emerging market. 
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< i @he scope of our operations 
mah) 


on the 


phone 


How our telephone business 


remains central to what we do 


For well more than a century, Bell Canada has delivered superior telephone 


service to the people of Quebec and Ontario. We have led technological 


changes to ensure that service and quality remain robust. 


omers First Rate at a glance 


* 10 cents/min. long distance rate 
anywhere in Canada on weeknights 
and weekends and, no matter how 

no wonder! It gives residential customers long the customer talks, the monthly 


“AY St CHOICE Introduced early in 1998, 


First Rate is a runaway best seller—and 


precisely what they want: superior value fee is capped at $20! 
* 20 cents/min. to the U.S. evenings 


: and weekends. 
up in the first month, and by year-end more ’ * During peak hours, 


and simplicity. One million customers signed 


residential customers 
benefit from a 25 per cent 
discount on calls to all 
destinations. 


than four million were on board. First Rate 
demonstrates Bell’s determination to stem 
the erosion of its long distance market share 


through aggressive pricing and innovation. 


Bell has responded to the challenge of total competition in the 
long distance market by introducing innovative services and rate 


packages, including the First Rate long distance plan. 


First Rate 
First Rate fulfills our promise to compete on price and service. 
The plan proved so attractive that Bell signed up 4.1 million 
customers by year-end 1998, and forced the competition to play 
catch-up with similar plans of their own. 

Significantly, some 40 per cent of First Rate customers enrolled 
through Bell’s automated telephone and Internet ordering services. 
This demonstrates Bell’s leadership in providing convenient, 


time- and cost-saving technological innovations. 
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NOTABLE NUMBERS 


Canadian local and long 
distance market growth 


estimated annual growth 


Western Expansion 

Bell Canada’s 1998 promise to provide national service took a giant step west 
early in the new year, when Bell acquired a 20 per cent stake in Manitoba 
Telecom Services Inc. (MTS). From this operating alliance within Manitoba, 
Bell and MTS now have a springboard for further expansion. The partners 


will found a new telecommunications company to pursue business opportunities 


in Alberta and British Columbia. 


Nortel Networks 

While Nortel Networks continues to grow its leading-edge network and 
wireless technologies, its traditional business with telephone companies remains 
an important aspect of its business. In 1998 worldwide sales of equipment 

to carriers was approximately $6.2 billion, a nine per cent increase over the 


previous year. 


Even with all its leading edge serv sa 
Bell hasn't lost sight of basic set ice to : 
local customers. At the end of its fi : 
the four-year $200 million Local Serv ce 
Improvement Program is on track,’ ae 
bringing single-line service to ru ae 
customers, increasing calling areas, and 
delivering greater choice and value 


throughout Ontario and Quebec. 


Local Service Improvement 


As part of Bell Canada’s core business, the wireline 


oo 


excellent service no matter where customers choose 


to live and work. 
in 1998 


15720" 


In 1998 Bell Canada embarked on a four-year Local 


those living in rural communities. At the end of 

the program’s first year, approximately 200,000 rural 
in data services customers no longer have to pay a premium for 
single-line service. The program also enables Bell to 
introduce enhanced local services such as call 
waiting and caller I.D.— to areas where they were 


previously unavailable. 


infrastructure requires continuous maintenance to ensure 


Service Improvement Program that particularly benefits 


Bell lands airport contract 
In November, Bell Canada won a bid to install 
11 of Nortel Networks’ Millennium 
multimedia terminals at Montreal airports. 
The touch sensitive screens offer secure 

access to the Internet, e-mail, AOL, 
CompuServe, as well as travel and reservation 
services, so busy travellers can make even 

an airport wait productive. This is a 


just the first wave of a projected 
vast network of public 
multimedia terminals — which 
may ultimately replace the phone booth. 
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i) 
4 f the scope of our operations 
~ 


the way wireless 


How we’re positioned for growth 


in an increasingly wireless world 


BCE enjoys several advantages in wireless markets around the world. Bell Mobility has 
two million cellular, PCS and paging customers at home. Nortel Networks is one of the 
world’s leading equipment and technology providers. And Bell Canada International (BCI) 


has an aggressive presence in some of the most dynamic developing economies. Companies 


in which BCI has invested now provide service to close to three million customers. 


You have mail 
In June 1998, Bell Mobility launched 


the most extensive text messaging 


service in North America. 


PCS customers now have 
access to personalized, 
timely bulletins, weather, 
stock quotes, traffic, 
reminders — 


even horoscopes. 


BCE Mobile 


Gana S Jlightwaiaie 


Under the Bell Mobility banner, BCE Mobile led the Canadian wireless cham In November, 

market, by attracting more than 250,000 new cellular and PCS subscribers in Bell Mobility unveiled Sony’s new 
1998, to end the year with more than two million total subscribers. D-WAVE Zuma. About the size 
Innovations made possible by the digital format of PCS, such as messaging, of a deck of cards, this digital feather- 


e-mail and other Internet-enable i i : : : 
d services, will attract even more customers. weight is the smallest and lightest 


(150 grams) handset on the market. 
Yet it packs all of today’s and 


tomorrow’s features — including 


Calling plans also had a positive impact, including the extension of our 
wireline First Rate long distance plan to mobile customers. 
But perhaps the most significant potential is in the increased bundling 
of wireless and wireline services. Bundled services will add signi ieee 
significant value data communications. 
and demonstrate how BCE companies can combine their capabilities to 


create new possibilities for our customers. 


Bell Canada International 
BCI pursues opportunities primarily in developing economies where growth 
potential is highest. These nations recognize that a modern communications 


infrastructure is essential to growth. They also realize that conventional 
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pole-and-wire systems are far more expensive and time 
consuming to build than wireless alternatives which can be 
set up in months at a fraction of the cost. The social and 


economic benefits for the nation are enormous—as are the 


benefits for service providers. Wireless office on 

BCI has a major presence in Latin America and the Asia- the Way Joint trials by Bell Mobility, 
Pacific region. Through its Colombian subsidiary COMCEL, GE Capital IT Solutions and Microsoft 
BCI acquired a majority interest in OCCEL, a cellular operator suggest that tomorrow's office worker 
in Colombia’s Western region, to become the country’s leading will be able to do away with wires and 
mobile phone company. The two companies now have about walls. E-mail, messaging, database access, 
half of Colombia’s cellular subscribers and cover close to the Internet and more could soon be 
80 per cent of the population. They’re also realizing significant available over a PCS handset, palmtop or 


operational efficiencies. 


other mobile computing device. 


Korea welcomes BCI 


In its first major foreign investment in Korea’s 


telecom industry, BCI will acquire approximately 


and know-how, Nortel Networks has been 24 per cent of Hansol PCS for $252 million. 

a strategic supplier to SUNDAY, one of Fast-growing Hansol had 1.4 million subscribers 
Hong Kong’s leading mobile phone at year end 1998 and a national license that 
operators, since 1996. SUNDAY awarded will sour further growth. The investment not 
Nortel Networks a series of expansion only extends BCI’s reach, it 
contracts worth US$42 million in February ey nearly doubles the number of 
1998, followed by a further US$155 million ' un’ managed subscribers 
contract covering the next 24 months. . wf in key markets. 


A world leader in wireless equipment 


In 1998, BCI’s Mexican consortium, Axtel, was awarded the 


spectrum to provide national, fixed-wireless local service. Axtel’s 
shareholders will invest up to US$250 million to launch the service. 
With the country’s large population and low penetration of 
telephone service, the project has enormous potential. 


In early 1999, BCI was awarded a license to provide local 


phone and value-added services via a fixed wireless network to 
Brazil’s Northeast region. The region covers 16 states, 


including the city of Rio de Janeiro, and is home to nearly 


go million people. Also in January 1999, BCI acquired 

51 per cent of a Venezuelan company with national licenses for 
value-added and private network services. BCI plans to use a 
new wireless technology known as local multipoint distribution 
system to develop the network, and then lever its Venezuelan 


experience to develop similar projects in other markets. 
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the scope of our operations 


the power of 


broadband 


[ts DMS-100 

star, introduced 
ot customer service 
fax. It’s part of 


<s approach that: 
olutions to customers’ current 


Bell Nexxia 

Bell Nexxia had its start in 1998 with the purchase of fibre optic links between 
Toronto and the West. The remaining links, notably connections into Atlantic 
Canada and the U.S., including two separate routes between New York City 
and Montreal and Toronto, were in place by year end. 

Bell Nexxia will offer Internet Protocol (IP)-based services initially to 
mostly large, national customers who communicate with branches, suppliers 
and customers across vast distances. The offering includes extranets (a closed 
Internet community typically linking a company and its suppliers and 
customers), wide-area networks and managed networks, along with traditional 
voice services such as 800 and goo service. Customers gain the convenience 
of a single supplier for all their communications needs, along with the 


support of a world leader in communications. 
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How we’re keeping pace with the needs 


of our enterprise customers cCoast-lo-¢Coiamem 


With the launch of Bell Nexxia, the promise of a national broadband network was fulfilled early in 1999. 


Bell Nexxia will own and operate one of the most advanced fibre optic networks in the world. 


Bell Nexxia extends 
customers reach 


Bell Nexxia, our national broadband 
company, will serve customers on 

one of the world’s most advanced 
broadband fibre optic networks. 

Bell Nexxia will deliver seamless, 
end-to-end communications services, 
including Internet, extranets, wide-area 
networks, as well as voice, 800 and 
900 services. The company will offer 
coast-to-coast as well as U.S. coverage. 


CIBC First Bell Nexxia Customer 


Bell Nexxia’s first customer, the Canadian Imperial Bank of Commerce’s 


INTRIA subsidiary, signed on in December 1998. The five-year, Nave power of Unified 
$120 million deal is for the provision of cross-Canada network services to Network Management 
CIBC's transaction processing subsidiary. The contract strengthens Less than two months after its US$6.9 billion 
CIBC’s competitive edge in electronic banking, linking branches, 60,000 merger with Bay Networks, Nortel Networks 
point-of-sale merchant locations and 3,700 automated banking machines. was ready to show why the deal makes 


so much sense for customers. The Nortel 
Networks brand reinforces the company’s 
e-commerce leadership in providing high value network 
While Bell Nexxia manages the “highway” over which customer data solutions to a diverse and growing base 

of telephony and data customers worldwide. 
Unified Networks blend routing, optical, 
wireline, wireless, switching and Internet 
Protocol technologies in a seamiess manner 
suppliers, partners and clients. to deliver service predictability and security. 


For Bell Nexxia, it provides momentum for more deals to come. 


flows, it is also positioned to offer the “vehicle.” Increasingly, this means 
e-commerce applications which enable consumers to shop over the 


Internet and businesses to communicate and manage relationships with 


CGI, Canada’s largest independent De 


consulting firm, manages information system 
and technologies so customers are free to | 
concentrate on core business. In july, CGI won 
a $20 million outsourcing contract from the *. 
National Research Council of Canada (NRC): . a 
The landmark agreement covers some elements 
of support for the NRC’s enterprise resource 
planning (ERP) system, one of the fastest 
growing sectors in IT. CGI is 43 per.cent fe 
owned by BCE. : : 


NOTABLE NUMBERS BCE Emergis 


In terms of growth and new business, 1998 was a landmark year 


; eae 10 ()% for BCE Emergis. Working with our national broadband company, 


the two won a contract for the world’s largest extranet, the 


- expected annual growth : dpe : 
~ in e-commerce over next Automotive Network Exchange (ANX), a joint project of the 
-, fewyears Big Three American automakers. With ANX, each automaker 


. Pig eo — deals with a centralized hub instead of hundreds of individual 
Soe 4 out of ; suppliers, helping to trim costs. 

projected number of Canadian 
~ households on line by 2004 including an extranet for Quebec’s workers’ compensation board, 


BCE Emergis has several other significant projects to its credit, 


a solution for electronic delivery of mortgage appraisals and a full 


suite of network-centric e-commerce solutions. 
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How our satellite services are beaming 


more benefits to people and businesses 


The growing demand for entertainment, business and education services is spurring an ever greater 
need for bandwidth. While terrestrial networks expand to fill that need, some services are more 
efficiently delivered via satellite. From direct-to-home (DTH) TV and data networks to Internet 


access and telemedicine, satellites represent yet another facet in the scope of services we provide. 


YIil Canada’s leading 
direct-to-home satellite company went 
head-to-head with cable in 1998, offering 


consumers a better deal: superior picture 


and sound, more programming (more 
than 100 TV channels), greater flexibility 


| ‘ and improved financing. The results 
ending CRTC approval, the : m were impressive. From a standing start, 
vill be expanded to serve Canadian _ - A Bell ExpressVu now has some 200,000 


customers as well. oe 7 P it subscribers — the sky’s the limit. 


BCE Media 

BCE’s sky-borne services are chiefly delivered through BCE Media and its affiliates. 

The BCE Media group will use its satellite-based infrastructure to beam entertainment and 
business services across North America. The group includes Bell ExpressVu, Canada’s 
leading direct-to-home (DTH) satellite TV service provider, and Telesat Canada, one of the 
world’s leading satellite companies. 

In addition to its management of satellites and its satellite TV offering, the BCE Media group 
markets a wide range of satellite services to businesses such as training and distance learning, 
telemedicine, and remote tracking and it is the exclusive Canadian seller of Iridium satellite 
services. It is currently exploring a partnership with BCE Emergis to deliver Internet service 
to businesses, and to remote schools and communities via satellite. 

Early in 1999, BCE Media took a significant step toward providing programming over its 
network by acquiring an 18.9 per cent interest in Ethnic American Broadcasting Company. 

The company also filed a number of applications with the Canadian Radio-television and 
Telecommunications Commission (CRTC), including for licenses to offer French and 
English pay-per-view services and a travel channel. Decisions on these and other applications 


are expected in 1999. 
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1,500,000 


eae number of ee to-home 
satellite TV subscribers in Canada by 2001 


Bell ExpressVu 

Right from Bell ExpressVu’s launch in September 1997, it was clear that 
Canadian consumers welcomed a better alternative to cable TV. 

Bell ExpressVu added 10,000 to 20,000 new customers every month, 
to become the satellite TV leader with some 200,000 customers by 

the end of February 1999. 

Bell ExpressVu offers more than 160 digital channels, including 
pay-per-view and audio channels. With Telesat’s scheduled launch of the 
Nimiq direct broadcast satellite in the spring of 1999, Bell ExpressVu 
will provide more than 200 channels. 

In 1998, an equipment financing plan helped make the service even more 
accessible. Cable customers responded by switching, attracted by Bell 
ExpressVu’s superior image and sound, larger channel selection and greater 


flexibility. Bell ExpressVu’s national distribution network includes more than 


5,000 points of sale, as well as Bell World/Espace Bell stores opening in 1999. 


information skyway. The service offe 


os speed nee access over satellit 


Power in the sky When Telesat 
launches Nimiq in 1999, it will be Canada’s 
most powerful direct broadcast satellite. 
Eagerly anticipated by Bell ExpressVu, 
Nimigq will provide a powerful platform for 
beaming quality service into living rooms 
across Canada. The extra power of Nimiq 
translates to a smaller dish size, to greater 
dependability, and to a “footprint” that 
covers both Canada and the U.S. Satellite 
TV signals are currently carried by Telesat’s 
Anik fleet of medium-power satellites. 


Telesat Canada 


A pioneer in satellite design, operation and maintenance, Telesat 


networks nationwide. 


2% 


is doubling its capacity to deliver broadband services throughout 
North America. This is in preparation for the new “open skies” 
agreement between Canada and the U.S., which comes into effect 


in March 2000. Telesat is already the leader in wireless data 


While Telesat’s traditional business is with broadcasters, the 


Bell ExpressVu current market share of 


: é company also offers private data networks. Some customers choose 
Canadian satellite TV market ons P 


satellite over terrestrial transmission for its greater efficiency over 

large geographic areas. It is typically used for electronic banking, credit 
card verification, travel reservations and retail inventory management. 
These services are now carried by the two Anik E satellites, but will be 
migrated to the Anik F series of satellites. Anik F1, one of the world’s 
most advanced communications satellites, is scheduled to be launched 


in the first quarter of 2000, and Anik F2 in 2002. 
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stron 
Sconnections 


How integrated solutions are 


the key to the needs of our Customer. 


Increasingly, the value of BCE companies resides in how they interconnect to create innovative 
products and services. The process has only just begun, but it’s already rebuilding our image as 


a company that is fiercely committed to the customer. 


What was that number again? Now full 
directory assistance is available free to every 
Vista 350 customer. This includes addresses 


and even postal codes, where available. 


The Electronic Phone Book, activated by 


a touch of a button, joins the other 

Vista 350 interactive services, including 
telephone banking, weather forecasts and 
movie listings. 


When SimplyOne was introduced in 1998, it was a harbinger of significant VW hat’s in store at 


change to come. An integrated voice mailbox for Bell Canada and Bell \ lorld Opening in 1999 
Bell Mobility customers, SimplyOne signaled a new kind of partnership Bell World/Espace Bell will be : 


between BCE companies—a partnership that benefits the customer ; : 
Ap a unique one-stop shopping 

by combining capabilities from across the group. SimplyOne has recently . a. 
; experience for communications 
been joined by an Integrated Message Centre and the extension of : 
products and services. It also 

Bell Canada’s First Rate calling plan to Bell Mobility residential customers. 


symbolizes the integrated strengths 
of BCE, where Bell Canada, Bell 
Mobility, Bell ExpressVu, Sympatico, 


and others can be showcased in 


Most recently, our wireline and wireless companies joined forces to create 
the Bell World/Espace Bell retail network, which will replace existing 
stores and showcase BCE companies’ products and services. A new company, 
Bell Distribution Inc., will manage the retail operations, which mix : : 
; one convenient location. 
corporate, franchise and dealer-owned stores. Bell World/Espace Bell will 
also sell Bell ExpressVu satellite TV service and Sympatico Internet service— 


as well as new services and products that are just around the corner. 
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With so many leading communications companies working under the B °° 
ell Mobili 


BCE banner, the possibilities for integrated services are endless. For example, | 

er ee 7 7 seconds ~aa 
Vista 350 interactive phone customers now have free directory services Es re 
courtesy of Bell ActiMedia. irst Rate 

Bell Canada’s First Rate 

Business Services plan proved so popular, 
The unique value inherent in integrated solutions will benefit business Bell Mobility couldn't resist 
customers as well. For example, business customers now have access to the offering the same discounts 


on long distance to its own 
customers in October 1998. 
It’s yet another example of 


how the customer benefits 
and CGI (systems integration and outsourcing). What’s more, these when BCE companies 


combined strengths of Bell Nexxia (national broadband services), 
Bell ActiMedia (multimedia), Bell Mobility (wireless), BCE Emergis 


(e-commerce), Nortel Networks (unified voice and data networks) 


services can be tailored to each customer’s needs. work together. 


Nortel Networks and BCI have entered © 
into a Co-operation Agreement and will 
work together to increase their access to 


new telecom opportunities. As part of the — 
agreement, Nortel Networks invested — 
$150 million in BCI. That amount will 
then be invested by BCI in projects a 
where BCI plays a significant operating 
and managerial role and where Nortel 
Networks acts as a preferred supplier. 


The CGI Group 

BCE’s increased stake in the CGI Group responds to customers’ 
growing need for integrated services as communications and 
information technology converge. This trend can only grow as 
technological complexity and change overwhelm most companies’ 
internal resources. Today it makes more sense to outsource to a 
specialist in order to better concentrate on core business. 

CGI is that specialist. The largest information technology (IT) 
consulting company in Canada and the sixth-largest in North 
America, CGI provides enterprise-wide solutions and outsourcing 
for all IT needs. CGI manages current and emerging technologies 
to ensure that customers are handling change productively and 


cost-effectively. 
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Corporate Governance 
A number of changes have taken place involving governance issues within the corporation. 

L.R. Wilson retired as an officer and employee of the corporation but will continue as 
non-executive Chairman of the Board. He will also serve the corporation through his 
chairmanship of the recently formed Corporate Governance Committee. 

Three new directors will stand for election at the BCE Inc. Annual and Special Meeting 
in April 1999. Micheline Charest is co-founder, Chairman of the Board and co-CEO of 
CINAR Corporation and a member of the Board of Directors of BCE Mobile 
Communications Inc. Paul M. Tellier, is President and CEO of Canadian National Railway 
Company and a member of the Bell Canada Board of Directors. Thomas E. Kierans is 
president and CEO of the C.D. Howe Institute and a member of the Bell Canada Board 
of Directors. 

Gerald J. Maier, Chairman Emeritus, TransCanada PipeLines Limited, and a director 
of BCE since 1987, will retire from the board coincident with the corporation’s Annual and 
Special Meeting in April. Mr. Maier has served the corporation extremely well and his 
counsel will be missed. 

In its ongoing efforts to ensure that the highest standards of corporate governance are 
developed and maintained within the corporation, the BCE Board of Directors has replaced 
the Management Resources and Nominating Committee by two separate committees: 
the Corporate Governance Committee (CGC) and the Management Resources and 
Compensation Committee (MRCC). The CGC reviews and reports on a variety of issues 
associated with the Board of Directors including board candidates, remuneration and 
effectiveness. It also assists newly appointed board members in becoming acquainted with 
the corporation and its governance process. The MRCC reviews and reports on matters 


primarily related to the appointment and compensation of management. 


Environmental Affairs 

Bell Canada has for a number of years excelled in the area of corporate environmental 
affairs. This has included extensive internal recycling programs within Bell as part of 

its Zero Waste program but also extends into areas such as energy efficiency, management 
of hazardous materials and environmental site evaluations. Additional information 


on Bell Canada’s environmental activities can be found on its Web site at www.bell.ca. 
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management’s report 


The accompanying consolidated financial statements of BCE Inc. and its subsidiaries (collectively BCE), and all information in this annual 
report are the responsibility of management and have been approved by the Board of Directors. 


The financial statements have been prepared by management in conformity with Canadian generally accepted accounting principles. The 
financial statements include some amounts that are based on best estimates and judgements of management, and in their opinion present 
fairly BCE’s financial position, results of operations and changes in financial position. Financial information presented elsewhere in the 
annual report is consistent with that in the financial statements. 


Management of BCE, in furtherance of the integrity and objectivity of the financial statements, has developed and maintains a system 
of internal controls and supports an extensive program of internal audits. Management believes the internal controls provide reasonable 
assurance that financial records are reliable and form a proper basis for the preparation of financial statements and that BCE’s assets are 
properly accounted for and safeguarded. The internal control process includes management’s communication to employees of policies 
which govern ethical business conduct. 


The Board of Directors carries out its responsibility for the financial statements in this annual report principally through its Audit Committee, 
consisting solely of outside and unrelated directors. The Audit Committee reviews the Corporation’s annual consolidated financial state- 
ments and other information in the annual report, and recommends their approval by the Board of Directors. Additional responsibilities 
of the Audit Committee are outlined on page 67 of this annual report. The internal and the shareholders’ auditors have free and indepen- 
dent access to the Audit Committee. 


These financial statements have been audited by the shareholders’ auditors, Deloitte & Touche LLP, Chartered Accountants, and their 


report is presented below. 


Chief Financial Officer Vice-President and Controller 


Chief Executive Officer 


February 22, 1999 


auditors’ report 


To the Shareholders of B CE Inc. 


We have audited the consolidated balance sheets of BCE Inc. and its subsidiaries as at December 31, 1998 and 1997 and the consolidated 
statements of operations, retained earnings and changes in financial position for the years then ended as they appear on pages 39 to 64. 
These financial statements are the responsibility of the Corporation’s management. Our responsibility is to express an opinion on these 
financial statements based on our audits. 


We conducted our audits in accordance with generally accepted auditing standards. Those standards require that we plan and perform an 
audit to obtain reasonable assurance whether the financial statements are free of material misstatement. An audit includes examining, on 
a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting 
principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of the Corporation as 
at December 31, 1998 and 1997 and the results of its operations and the changes in its financial position for the years then ended in 
accordance with Canadian generally accepted accounting principles. 


Delatle © True re? 


DELOITTE & ToucHE LLP 
Chartered Accountants 


Montréal, Québec 
February 22, 1999 
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managenvents discussion and analysis 


Management’s Discussion and current expectations are dis- of Bay Networks, Inc. (Bay Networks. Furthermore, BCE’s 
Analysis (MD&A) of 1998's cussed on pages 33 and 34 under Networks), effective September _ consolidated balance sheet as at 
financial results focuses on the “Risk Factors”. 1, 1998, on a prospective basis, December 31, 1998 does not 
principal operating groups of BCE has changed its accounting include Nortel Networks’ assets 
BCE Inc. and includes a review for Nortel Networks from full and liabilities on a line-by-line 
of the operations and financial RESULTS BY consolidation to equity account- _ basis. 
situation of each operating OPERATING GROUP ing. Accordingly, BCE’s consoli- BCE’s 1998 net earnings 
group. BCE Inc. and its sub- dated statement of operations before extraordinary item 
sidiaries are collectively referred Highlights includes Nortel Networks’ state- increased by $3,184 million 
to herein as BCE. This MD&A ment of operations on a line-by- compared with 1997. Included 
should be read in conjunction As a result of the dilution of line basis up to and including in BCE’s 1998 net earnings are 
with the audited consolidated BCE’s ownership interest in August 31, 1998 and reflects,as special net gains of $2,913 mil- 
financial statements contained Nortel Networks from approxi- of September 1, 1998, in other _ lion resulting primarily from the 
on pages 39 to 64 of this annual _— mately 51% to 41% following income, BCE’s share of the net ‘$3,613 million non-cash gain on 
report. Bell Canada, BCE Nortel Networks’ acquisition earnings to common of Nortel the reduction of ownership in 
Mobile Communications Inc. 
(BCE Mobile), Northern 1. CONTRIBUTION TO NET EARNINGS APPLICABLE TO COMMON SHARES" 2 
Telecom Limited (Nortel ($ millions) chee 
Networks) and Bell Canada 1998 1997 (Decrease) 
International Inc. (B cD ae re : ceaes a ; ee ae seueanbaeon nasa tna she AMR A gO OED SEG REPRE ER Sc Je ci OL rr 
a more detailed discussion and Been 799 959 (53) 
analysis of their results of opera- BCE Mobile (1) 45 (46) 
mous RATES ONC ca Bo Other Canadian Telecom 347 21 326 
their year-end documents. You re 
: : 1,145 918 22h 
may obtain copies of these 
documents from the Investor Nortel Networks 3,227 581 2,646 
Relations department of BCE International Telecommunications 
Inc. (see page 68). Bell Canada International (48) (56) 8 
This MD&A contains for- Other International Telecom 519 19 400 
ward-looking statements with 471 63 408 
respect to either BCE Inc. or Corporate (146) (148) pi 
certain of its subsidiary or associ-  Intercompany eliminations (99) = (99) 
ated companies. These forward- Net earnings before extraordinary item 4,598 1,414 3,184 
looking statements, by their Extraordinary item Si (2,950) 2,950 
nature, necessarily involve risks Net earnings (loss) "4,598 (1536) 6134 
and uncertainties that could Dividends on preferred shares (93) (74) (19) 
pote Sai ee Net earnings (loss) applicable to common shares Peygisos” C610) eee 
materially from those contem- Sore er (enn Chae: (2,913) ee (5,796) 
plated by the forward-looking P ; S ; oe ' : 2 : 
statemente BCE ated Earnings excluding special items (baseline earnings) 1,592 1,273 319 
the assumptions on which these Earnings (loss) per common share 
forward-looking statements are ~ Before extraordinary item 7.07 2.11 4.96 
based to be reasonable at the ~ Extraordinary item = (4.64) 4.64 
time they were prepared, but — Net earnings (loss) per common share 7.07 (2.53) 9.60 
cautions the reader that these — Baseline earnings per common share 2.50 2.00 0.50 


assumptions regarding future rt 
, re 1 Certain comparative figures have been restated to conform with the current year presentation. Effective January 1, 1998, the 
events, many OF which are Directories business is no longer shown separately. The directory business division of Tele-Direct (Publications) Inc. (which was 


beyond the control of BCE Inc. renamed Bell ActiMedia Inc. (Bell ActiMedia) on January 29, 1999) is now included in Bell Canada. Other directory operations are 
included in Other Canadian Telecom and Other International Telecom. 


and its subsidiary or associated eS sae ie ee 
2 In conjunction with the discontinued application of regulatory accounting provisions on December 31, 1997, the impact of intercom- 


companies, may ultimately prove pany sales of equipment from Nortel Networks to BCE’s regulated telecommunications subsidiary and associated companies was elimi- 

to be incorrect. Factors which hated beginning Janualy 1, 1998; 

could cause actual results or 3 Includes BCE’s share of gain on reduction of ownership in subsidiary and associated companies, amortization of Bay Networks intangi- 
; ; ble assets and purchased in-process R&D from other acquisitions, restructuring and other charges, gains on disposal of investments, 

events to differ materially from extraordinary item and BCl’s results. 
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2. REVENUES?-2 


($ millions) 


Canadian Telecommunications 
Bell Canada 
BCE Mobile 
Other Canadian Telecom 


Nortel Networks 


International Telecommunications 
Bell Canada International 
Other International Telecom 


Corporate 


Intercompany eliminations 


Total 


n.m.: not meaningful 


1998 1997 % Change 
10,561 10,490 1 
1,294 1 AS 3 
1,332 784 70 
13,187 12527 5 
14,253 21,466 (34) 
772 418 85 
71 74 (4) 
843 492 71 
31 32 (3) 
(860) 3 n.m. 
27,454 34,517 (20) 


1 Certain comparative figures have been restated to conform with the current year presentation. Effective January 1, 1998, the 
Directories business is no longer shown separately. The directory business division of Bell ActiMedia is now included in Bell Canada. 
Other directory operations are included in Other Canadian Telecom and Other International Telecom. 


2 In conjunction with the discontinued application of regulatory accounting provisions on December 31, 1997, the impact of intercom- 
pany sales of equipment from Nortel Networks to BCE’s regulated telecommunications subsidiary and associated companies was elimi- 


nated beginning January 1, 1998. 


Nortel Networks partially off- 
set by BCE’s share of Nortel 
Networks’ amortization of 
intangibles related to the Bay 
Networks acquisition and the 
amortization of purchased 
in-process research and devel- 
opment related to other acqui- 
sitions. This compares with 
total special net charges of 
$2,883 million in 1997, which 
included an extraordinary item 
of $2,950 million. 

Excluding the impact of 
special items, BCE’s baseline 
earnings increased by $319 mil- 
lion (25%) compared with 1997. 
The improved results primarily 
reflected: 

* increased earnings contribu- 
tion at Bell Canada of 
$301 million; 

* increased earnings contribu- 
tion at Nortel Networks of 
$103 million; 

* increased earnings contribu- 
tion at Other International 


Telecom of $71 million; 


partially offset by: 

* decreased earnings contribu- 
tion at BCE Mobile of 
$46 million; and, 

* the introduction of intercom- 
pany profit eliminations of 
$99 million. 

Revenues decreased by 
$7,063 million (20%) in 1998 
compared with 1997 primarily as 
a result of Nortel Networks 
being equity accounted for effec- 
tive September 1, 1998. 
Excluding Nortel Networks, 
revenues increased $775 million 
(6%) in 1998 compared with 
1997 mainly due to increased 
revenues at Other Canadian 
Telecom and BCI. 

During 1999, BCE will con- 
tinue to pursue new sources of 
revenues and explore ways of 
fostering greater integration of 
strategies across the BCE group. 
One example is the agreement 
between Nortel Networks and 
BCI under which Nortel 
Networks purchased $150 mil- 


lion of convertible unsecured 


subordinated debentures 
(Debentures) due 2002 of BCI 
in February 1999. In addition, 
the two companies signed a co- 
operation agreement whereby 
the proceeds from the Deben- 
tures will be invested by BCI in 
projects where Nortel Networks 
will act as a preferred equipment 
supplier. Another example is the 
announcement, on January 7, 
1999, by Bell Canada and 

Bell Mobility Cellular Inc. of the 
formation of a new company, 
Bell Distribution Inc., that will 
merge their retail operations 
and stores across Ontario 


and Québec. 


Extraordinary item and 
change in accounting 
policies 


As at December 31, 1997, BCE 
determined that most of its 
telecommunications subsidiary 
and associated companies no 
longer met the criteria necessary 


for the continued application of 
regulatory accounting provisions. 
As a result, BCE recorded an 
extraordinary non-cash charge of 
$2,950 million, net of an income 
tax benefit of $1,892 million 

and a non-controlling interest 

of $38 million. Also included in 
the extraordinary item was an 
after-tax charge of $97 million 
representing BCE’s share of 

the related extraordinary item 

of its associated companies. 

The operations of most of 
BCE’s telecommunications sub- 
sidiary and associated companies 
no longer met the criteria for 
application of regulatory account- 
ing provisions due to significant 
changes in regulation including 
the implementation of the price 
cap regime which replaced rate- 
of-return regulation effective 
January 1, 1998, and the concur- 
rent introduction of competition 
in the local exchange market. 
Accordingly, BCE adjusted the 
net carrying values of assets and 
liabilities as at December 31, 
1997 to reflect values appropriate 
under generally accepted 
accounting principles (GAAP) 
for enterprises no longer subject 
to rate-of-return regulation. 

In conjunction with the dis- 
continued application of regula- 
tory accounting provisions, 
intercompany earnings on the 
sales from Nortel Networks to 
BCE’s regulated telecommunica- 
tions subsidiary and associated 
companies were eliminated 
on consolidation beginning 
January 1, 1998. 


Canadian 
Telecommunications 


OVERVIEW 


BCE’s Canadian Telecommu- 


nications group includes the 
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following subsidiaries and propor- 
tionately accounted for entities: 
Bell Canada, MPACT Immedia 
Corporation (which was 
renamed BCE Emergis Inc. on 
January 21, 1999), the domestic 
operations of Bell ActiMedia, 
BCE Mobile, Telesat Canada 
(Telesat), Bell Satellite Services 
Inc. (Bell Satellite Services), 
CGI Group Inc. (CGI), NewTel 
Enterprises Limited, Northern 
Telephone Limited, Northwestel 
Inc., Télébec ltée, and TMI 
Communications and Company 
Limited Partnership as well as 
the following associated compa- 
nies: Bruncor Inc., Maritime 
Telegraph and Telephone 
Company, Limited, and 
Teleglobe Inc. (Teleglobe). 
These entities provide a full 
range of domestic and interna- 
tional telecommunications ser- 
vices to Canadian customers as 
well as information technology 
services. 


EARNINGS 


The contribution of the 
Canadian Telecommunications 
group to BCE’s net earnings 
before extraordinary item 
increased by $227 million (25%) 
in 1998. Bell Canada’s contribu- 
tion to the Canadian Telecom 
group of $799 million was 

$53 million lower compared with 
1997. Excluding special net 
charges of $354 million in 1998, 
mainly related to restructuring 
and other charges of $392 mil- 
lion, Bell Canada’s contribution 
to the Canadian Telecom group 
increased by $301 million (35%) 
compared with 1997. Bell 
Canada’s increased earnings con- 
tribution was primarily related to 
lower depreciation and amorti- 
zation coupled with marginal 
revenue growth and a small 
decrease in operating expenses. 
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BCE Mobile’s 1998 contribution 
was $46 million lower compared 
with 1997, mainly as a result of 
the anticipated start-up costs 
related to personal communica- 
tions services (PCS). Other 
Canadian Telecom contributed 
$347 million in 1998, an increase 
of $326 million compared with 
1997. The increase results mainly 
from a $315 million gain on 
reduction of BCE’s ownership in 
Teleglobe following the acquisi- 
tion of Excel Communications 


Inc. (Excel) by Teleglobe. 


CANADIAN 
TELECOMMUNICATIONS 
REVENUES 

(SEE TABLE 3 BELOW) 


BELL CANADA LOCAL 

AND ACCESS SERVICES 

Local and access services rev- 

enues, which are earned princi- 

pally by connecting business 

and residence customers to 

Bell Canada’s network and pro- 

viding them with local area 

service, increased $396 million 

in 1998 due to: 

* the impact of the $2.57 
monthly residential local 
service rate increase which 


became effective January 1, 
1998; 


* network access services 
growth; 

* increased payments made by 
users of private line digital 
services to access the local 
network; and, 

* increased revenues from long 
distance competitors access- 
ing the local network; 

partially offset by: 

* the impact of a local business 


rate decrease which became 
effective May 1, 1998. 


BELL CANADA LONG DISTANCE 
AND NETWORK SERVICES 

Long distance and network 
services revenues, which are 
earned by carrying long distance 
traffic and by providing network 
services such as private line and 
business data services, decreased 
$313 million for 1998 compared 
with 1997. Long distance 
revenues for 1998 decreased due 
to lower average prices which 
were partially offset by higher 
volumes. The lower average 
prices were primarily due to 
increased penetration of discount 
calling plans. Price reductions 
and concentrated marketing 
efforts led to an increase in long 
distance services volumes, as 
measured in conversation min- 
utes, of 516 million (5.2%) for 
1998, compared with 1997. 


3. CANADIAN TELECOMMUNICATIONS REVENUES 


($ millions) 


During 1998, Bell Canada’s 
share of the long distance market 
increased by 1.2% to an estimat- 
ed market share of 64.3% as at 
December 31, 1998, compared 
with an estimated market share 
of 63.1% as at December 31, 
1997. The gain in market share, 
the first since the introduction of 
competition in the long distance 
market, reflected the success of 
Bell Canada’s First Rate long 
distance discount calling plan. 
The decrease in long distance 
services revenues was partially 
offset by an increase in network 
services revenues for 1998, com- 
pared with 1997, due mainly to 
growth in digital data services 
and in digital frame-relay 
services. 

On December 16, 1998, Bell 
Canada gave notice to the 
Stentor Operating Companies 
of the termination, effective 
December 31, 1999, of the 
connecting agreement which 
defines the rules of connection 
and payment between the 
Stentor Operating Companies, 
and the governance agreement 
concerning Stentor Canadian 
Network Management. New 
agreements are under negotia- 
tion which are intended to 
reflect the more competitive and 
less-regulated environment in 


Bell Canada! 


Local and access services 


Long distance and network services 


Other 


BCE Mobile 
Other Canadian Telecom 
Total 


1998 1997 % Change 
5,053 4,657 9 
3,904 4,217 (7) 
1,604 1,616 (1) 

10,561 10,490 1 
1,294 15253 3 
1,332 784 70 

13,187 12527 5 


1 Bell Canada reclassified certain sources of revenue within its three general categories of revenues to conform with Bell Canada’s man- 
agement of these revenue items. In addition, effective January 1, 1998, Bell Canada began reporting long distance and network settle- 
ments, local contribution and bad debts as operating expenses. These items had formerly been reported as reductions in revenues. 
Results for 1997 have been restated on a comparable basis. The impact of the above is to increase long distance and network services 
revenues and local and access services revenues by $1,153 million and $333 million, respectively, and to decrease other revenues by 


$242 million. 


Canada’s telecommunications 
industry, as well as the fact that 
Bell Canada will be originating 
and terminating traffic and 
exchanging strategic plans with 
alliance partners on its own 
behalf in the future. Bell Canada 
does not expect the financial 
impact from the foregoing to 

be material. 


OTHER Bett CANADA 
REVENUES 

The main revenue streams in 
this category include revenues 
from the rental, sales and main- 
tenance of terminal equipment, 
directory advertising, Internet 
access, network management 
services and revenues related to 
public telephones. Revenues in 
this category were essentially flat 
in 1998 compared with 1997 as 
increased revenues related to 
terminal equipment sales and 
Internet access were offset by 
the impact of the disposition of 
Bell Sygma’s Telecom Solutions 
and International divisions to 


CGI, effective July 1, 1998. 


Breit CANADA REVENUES 
During 1999, Bell Canada will 
seek growth in local and access 
services revenues driven by 
growth in network access ser- 
vices as well as in optional 
services, partially offset by an 
increase in local service competi- 
tion and lower average local rates 
due to the continuing impact of 
the price cap regime. Bell 
Canada expects continued pres- 
sures from intense competition 
related to long distance revenues. 
In addition, Bell Canada will 
seek revenue growth in data net- 
work services and through the 
provision of emerging services 
such as broadband, and other 
Internet services as well as from 
the launch of Bell Canada’s new 
Internet Protocol (IP)/broadband 


company, in the first quarter 

of 1999. The Canadian and 
United States operations of this 
company were named BCE 
Nexxia Inc., carrying on business 
under the name Bell Nexxia, 

and BCE Nexxia Corporation, 
respectively (collectively BCE 
Nexxia). Bell Canada will con- 
tinue to pursue new sources of 
revenues through emerging tech- 
nologies and will explore ways of 
integrating its business. 


BCE MobBILeE REVENUES 
Revenues at BCE Mobile 
increased in 1998 reflecting 
growth in wireless voice services 
revenues which increased mainly 
due to a 17% increase in the 
average number of subscribers, 
partially offset by an 8% decrease 
in average revenue per sub- 
scriber. The increase in wireless 
voice services revenues was par- 
tially offset by lower revenues 
from equipment sales mainly due 
to changes by BCE Mobile in its 
dealer compensation plan related 
to hardware pricing. 

At December 31, 1998, there 
were 1,475,000 wireless voice 
customers, reflecting net addi- 
tions of 254,000 or a 21% 
increase over last year. 

The number of paging cus- 
tomers grew by 14% to 542,000 
(from 475,000 a year earlier). 
Revenue per average pager 
subscriber decreased 14% mainly 
due to the effect of competitive 
pricing in the marketplace. 


OTHER CANADIAN TELECOM 
REVENUES 

The increase of $548 million in 
revenues compared with 1997 
was mainly due to the acquisi- 
tions of CGI on July 1, 1998, 
(CGI was accounted for as an 
investment at cost in 1997 and 
up to June 1998) and of Telesat 
in May 1998 (Telesat was 


accounted for as an investment 
at equity in 1997 and up 
to April 1998). 


CANADIAN 
TELECOMMUNICATIONS 
OPERATING EXPENSES 
(SEE TABLE 4 ON PAGE 26) 


BELL CANADA DEPRECIA- 
TION AND AMORTIZATION 
The depreciation and amortiza- 
tion expense decrease of 

$384 million in 1998 compared 
with 1997 was primarily due to 
the write-down of capital assets 
and write-off of regulatory 
assets as at December 31, 1997, 
reflecting the impact of the 
transition from rate-of-return 
regulation, combined with the 
sale of real estate properties. The 
impact of these factors was par- 
tially offset by a reduction of 
capital asset lives compared with 
1997 lives reflecting technologi- 
cal and market changes. 


BELL CANADA OPERATING 
EXPENSES 

Operating expenses (excluding 
depreciation and amortization 
and restructuring and other 
charges) were essentially flat for 
1998 compared with 1997 as the 
impact of workforce reduction 
and process improvement pro- 
grams implemented in prior 
periods and lower long distance 
settlement payments were offset 
by costs associated with the 
January 1998 ice storm, 
increased rental charges related 
to the sale of real estate proper- 
ties, and volume increases. 

At December 31, 1998, the 
total number of employees at 
Bell Canada was 38,049, down 
1,279 or 3.3% from December 
31, 1997, mainly as a result of 
the sale of Bell Sygma’s Telecom 
Solutions and International divi- 


sions to CGI. Total salaries and 


wages (including capitalized 
amounts and excluding pay- 
ments made under workforce 
reduction programs) were 
$2,038 million, down $185 mil- 
lion from 1997. The 8.3% 
decrease in salary and wages is 
higher than the 3.3% decrease in 
the total number of employees 
due primarily to workforce 
reductions which occurred in 
1997, partially offset by 
increased overtime related to 
the January 1998 ice storm. 
During 1998, Bell Canada 
and its clerical and associated 
employees, represented by the 
Canadian Telephone Employees’ 
Association, reached a new col- 
lective agreement. The new 
agreement will expire May 31, 
2002. Bell Canada and its 
Operator Services employees 
and Craft and Services employ- 
ees, represented by the 
Communications, Energy and 
Paperworkers’ Union (CEP), 
started negotiations on October 
15, 1998. The collective agree- 
ments expired on November 24, 
1998 and November 30, 1998, 
respectively. On January 11, 
1999, Bell Canada tabled a com- 
prehensive offer of settlement in 
resolution of all outstanding 
issues with the Craft and Servi- 
ces employees. On the same day, 
Bell Canada also informed the 
Operator Services employees of 
plans to partner with Excell 
Global Services Inc., an interna- 
tional operator services provider, 
to create a new company to pro- 
vide operator services to Bell 
Canada and other companies. 
On January 14, 1999, Bell 
Canada and the CEP both 
requested the appointment of a 
federal government conciliator 
to facilitate contract negotia- 
tions. The conciliation process 
began on February 1, 1999. On 
February 4, 1999, Bell Canada 
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4. CANADIAN TELECOMMUNICATIONS OPERATING EXPENSES 


($ millions) 


Bell Canada 
Depreciation and amortization 
Operating expenses 
Restructuring and other charges 


BCE Mobile 
Other Canadian Telecom 


Total 


Tes oe 
2,230 2,614 (15) 
5,530 5,551 - 

608 = n.m. 
8,368 8,165 3 
1,236 1,090 13} 
1,252 667 88 

10,856 O922, 9 


n.m.: not meaningful 


and the CEP, after both agreeing 
that they had reached an impasse 
in conciliation, requested that 
the conciliators file their report 
with the federal Minister of 
Labour (Minister). On February 
19, 1999, the Minister informed 
Bell Canada and the CEP of her 
decision not to extend the con- 
ciliation process in contract 
negotiations for the renewal of 
the Craft and Operator Services 
collective agreements. However, 
the Minister appointed two 
mediators to assist the parties in 
reaching an agreement. The 
right to strike or lock-out will be 
acquired on February 27, 1999. 


BELL CANADA 
RESTRUCTURING AND 

OTHER CHARGES 

During the second quarter of 
1998, Bell Canada recorded pre- 
tax charges in the aggregate of 
$608 million representing 
restructuring and other charges 
of $102 million and $506 mil- 
lion, respectively. The restructur- 
ing charges related to plans for 
rationalization of real estate and 
the integration of business units. 
Included in the charges are costs 
relating to lease terminations and 
associated costs and employee 
severance. Other charges include 
a provision for the costs of 
implementing local service com- 
petition and providing local 
number portability, to the extent 
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such costs are estimated not to 
be recoverable. Also included are 
costs relating to the write-down 
of certain assets and other 
provisions. 

During 1999, Bell Canada 
anticipates increased expenses 
related to revenue growth princi- 
pally from emerging services, 
including BCE Nexxia. These 
costs are expected to be offset by 
the impact of workforce reduc- 
tion programs and process 
improvement projects imple- 
mented in prior periods and 
benefits to be derived from Bell 
Canada’s information systems 
and information technology 
modernization program. Bell 
Canada will continue to explore 
ways of improving its cost struc- 
ture in 1999 in order to continue 
to be more competitive. 


BCE Mosier 

OPERATING EXPENSES 
Operating expenses at BCE 
Mobile were $1,236 million, 
$146 million higher compared 
with 1997 due to increases in 
wireless voice selling expenses 
and depreciation and amortiza- 
tion. The increase in wireless 
voice selling expenses was due to 
a 45% increase in wireless gross 
activations in 1998 compared 
with 1997, offset by a 7% 
decrease in costs of acquisition. 
The increase in depreciation and 
amortization expense mainly 


reflected the impact of a higher 
level of capital assets in 1998. 


OTHER CANADIAN TELECOM 
OPERATING EXPENSES 

The increase of $585 million in 
operating expenses compared 
with 1997 was mainly due to the 
start-up costs at Bell Satellite 
Services and the acquisitions of 


CGI and Telesat. 


Nortel Networks 
OVERVIEW 


Nortel Networks’ operations 
include two operating segments: 
Carrier and Enterprise. The 
Carrier segment includes: prod- 
ucts which are used by telecom- 
munications operating compa- 
nies to interconnect access lines 
and transmission facilities to 
provide local or long distance 
services, products to address 
wireless communications and 
products which transport voice, 
data, image and video communi- 
cations between locations within 
a city or between cities, countries 
or continents. The Enterprise 
segment products are primarily 
private digital switching systems, 
usually located on the customer’s 
premises, which permit voice, 
data, or multimedia terminals to 
communicate with each other, 
with or without the use of 


wide-area public telephone net- 
works. While Nortel Networks 
reports its results in U.S. dollars, 
all amounts presented here are in 
Canadian dollars, except where 
otherwise noted. 


EARNINGS 


Excluding special items, primar- 
ily the non-cash gain on the 
reduction of BCE’s ownership 
interest, BCE’s share of the 
amortization of Bay Networks 
intangible assets and purchased 
in-process R&D assets from 
other acquisitions and one-time 
gains and charges, Nortel 
Networks contributed $679 mil- 
lion to BCE’s earnings in 1998, 
representing an improvement of 
$103 million compared with last 
year. The $103 million improve- 
ment in earnings primarily 
reflected a substantial increase in 
operating earnings and invest- 
ment and other income — net, 
partially offset by a substantial 
increase in interest expense. 

The following discussion of 
Nortel Networks’ results is based 
on results for the full twelve 
months of 1998. BCE’s financial 
statements only reflect these 
results on a line-by-line basis up 
to and including August 31, 1998. 


PRODUCT LINE AND 
GEOGRAPHIC REVENUES 


Revenues of $26,270 million for 
1998 were 22% higher than the 
same period last year due to an 
increase in sales volume of 
approximately 19% and a weaker 
Canadian dollar of approxi- 
mately 8% (Nortel Networks’ 
revenues are translated from U.S. 
dollars to Canadian dollars; 
therefore, a weakening of the 
Canadian dollar positively 
impacts revenues), partially off- 
set by price reductions of 


5. NORTEL NETWORKS — PRODUCT LINE REVENUES? 


($ millions) 


Carrier segment 
Public carrier networks 
Wireless networks 
Broadband networks 


Enterprise segment (Enterprise networks) 


Other segment 
Total 


1998 1997. %Change 
6,154 5,633 9 
5,580 4,801 16 
6,749 4,690 44 

18,483 15,124 IBY 

7,306 5,383 36 
481 959 (50) 

26,270 21,466 22 


1 Annual revenues by product line have been restated to reflect the repositioning of certain businesses, primarily divested businesses, 
within Nortel Networks’ management structure. The primary effect of this reclassification was to move revenues from the Enterprise 
segment to Other as a result of the disposition of Nortel Networks’ TTS Meridian Systems Inc. and Nortel Communications Systems 
Inc. distribution channels to WilTel Communications, LLC (the WilTel Transaction) and the Matra EricssonTelecommunications (MET) 


disposition. 


6. NORTEL NETWORKS — GEOGRAPHIC REVENUES? 


($ millions) 


United States 
Canada 
Other countries 


Europe 
Other 


Total 


1998 % Change 
14,712 11,520 28 
2,031 1,906 i 
5,563 4,830 1S 
3,964 3,210 23 
9,527 8,040 19 
26,270 21,466 22 


1 Revenues are based on the location of the customer rather than the location of the selling organization. 


approximately 3% and divesti- 
tures of approximately 2%. 

Tables 5 and 6 above show 
details of Nortel Networks’ rev- 
enues by principal product lines 
and by geographic areas. 

Carrier segment revenue 
growth of 22% in 1998 was 
largely driven by the growth in 
revenues of Nortel Networks’ 
optical networking solutions and 
also reflected growth in all carri- 
er lines of business. This revenue 
growth was attributable to a vol- 
ume increase of approximately 
17% and a weaker Canadian dol- 
lar of approximately 8%, partially 
offset by price reductions of 
approximately 3%. The 44% 
increase in broadband networks 
revenues in 1998 was driven by 
considerable growth across all 
regions. Wireless networks rev- 
enues increased 16% over 1997 
levels as a result of considerable 


growth in sales in the Caribbean 
and Latin America (CALA) 
region, significantly increased 
sales in the United States, and 
substantially increased sales in 
Asia Pacific. This increase was 
partially offset by a significant 
decline in European revenues 
and substantially lower Canadian 
sales. Public carrier networks 
revenues increased 9% in 1998 as 
a result of higher sales in the 
United States and strong growth 
in Europe, offset by considerably 
lower sales in Asia Pacific and 
CALA, and significant decreases 
in Canada. North American rev- 
enues from traditional public 
carrier products are expected to 
continue to be negatively 
affected by the shift in capital 
spending from public carrier 
products to high bandwidth 
broadband products. 


Enterprise segment revenues 
in 1998 increased 36% over the 
same period in 1997. This 
increase was due to growth 
across all major products and was 
primarily driven by the Bay 
Networks transaction. The 
increase in Enterprise segment 
revenues was attributable to 
a volume increase of approxi- 
mately 27% and a weaker 
Canadian dollar of approximate- 
ly 10%, partially offset by price 
reductions of approximately 1%. 
Enterprise networks revenue 
growth was a result of a consid- 
erable increase in revenues in the 
United States (primarily as a 
result of the Bay Networks 
transaction) and strong revenue 
increases in all other regions, 
except Canada which had mod- 


erately lower revenues. 


UNITED STATES 

The increase of 28% in revenues 
from the United States was pri- 
marily the result of substantially 
increased revenues in enterprise 
networks, reflecting the acquisi- 
tion of Bay Networks, substan- 
tially increased revenues in 
broadband networks and a weak- 
er Canadian dollar. Revenues 
increased in public carrier net- 
works, significantly increased in 
wireless networks, and declined 
substantially in Other (primarily 
the result of the WilTel Trans- 
action). The increase in revenues 
from the United States over 1997 
was also the result of substantial- 
ly higher sales to interexchange 
carriers (ECs), independent 
telephone operating companies 
(IOCs), other United States cus- 
tomers and distributors (the lat- 
ter two increases were primarily 
a result of the Bay Networks 
transaction). Excluding the 
contribution of Bay Networks, 
revenues in the United States 
increased significantly. 


CANADA 

Revenues in Canada increased 
7% compared with 1997 due to 
a weaker Canadian dollar and 
substantially higher sales in 
broadband networks, partially 
offset by considerably lower sales 
in wireless networks and signifi- 
cantly lower sales in public carri- 
er networks. Sales to Bell 
Canada and other subsidiaries 
and related companies of BCE 
Inc. declined from their 1997 
level, and sales'to other 
Canadian customers showed a 
modest increase for the year. 


OTHER COUNTRIES 

Revenues in Europe, Africa and 
the Middle East (including the 
Commonwealth of Independent 
States) increased 15% from 1997 
due to significantly increased 
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revenues in enterprise networks, 
considerably increased revenues 
in broadband networks and a 
weaker Canadian dollar, partially 
offset by substantially lower rev- 
enues in Other (primarily the 
result of the MET disposition 
and the sale of the GSM 
Terminals business to the Nokia 
Group) and significantly lower 
revenues in wireless networks. 
Public carrier networks revenues 
increased from 1997. 

Revenues in other markets, 
comprising CALA and Asia 
Pacific, increased 23% in 1998 
when compared with 1997. In 
CALA, sales in wireless net- 
works increased substantially and 
both enterprise networks and 
broadband networks sales rose 
significantly from 1997. Public 
carrier networks sales fell consid- 
erably compared with 1997. 
Revenues in Asia Pacific 
increased significantly in 1998, 
when compared with 1997, pri- 
marily driven by considerable 
increases in wireless networks 
revenues, partially offset by a 
sharp decrease in public carrier 
networks revenues. Sales in 1998 
when compared with 1997 were 
considerably higher in broad- 
band networks and significantly 
higher in enterprise networks. 

The recent devaluation of the 
Brazilian real is expected to slow 
economic growth in 1999 for the 
CALA region. Although 
demand for Nortel Networks’ 
products is expected to be 
impacted in the short-term, 
Nortel Networks anticipates that 
the long-term growth prospects 
for the region remain strong. 

The Asia Pacific region has 
been, and is expected to continue 
to be, affected for the foreseeable 
future by unstable economies 
caused in part by the volatility of 
certain currencies. Revenues 
from the Asia Pacific region 
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(excluding China) were less than 
3% and 4%, respectively, of the 
consolidated revenues for the 
years ended December 31, 1998, 
and 1997. The current economic 
crisis in the affected Asia Pacific 
countries resulted in lower than 
anticipated demand for Nortel 
Networks’ products in the sec- 
ond half of 1998 and it is expect- 
ed that demand will continue to 
be impacted by the crisis. In 
addition, the current economic 
crisis has spread to other coun- 
tries, including countries in 
CALA, and this, together with 
global financial market uncer- 
tainty, may also impact demand 
generally for Nortel Networks’ 
products. 


GROSS PROFIT 


Gross margin for 1998 was 
42.8% of revenues compared 
with 41% of revenues for 1997. 
The 1998 increase in gross profit 
over 1997 was primarily the 
result of increased sales volume 
in both the Carrier and 
Enterprise segments, partially 
offset by lower sales volume in 
Other, primarily due to the 1998 
dispositions. Within the Carrier 
segment, sales volume increased 
in broadband networks, wireless 
networks and public carrier net- 
works. Improvements due to 
product mix offset price reduc- 
tions in both segments. 

Improved gross margins in 
the Enterprise and Carrier seg- 
ments contributed to the higher 
1998 gross profit. Within the 
Carrier segment, gross margins 
increased in public carrier 
networks, wireless networks 
and broadband networks. Gross 
margins in 1998 were positively 
impacted by the Bay Networks 
transaction. 

Although competitive pricing 
pressures continue, particularly 


in wireless networks, Nortel 
Networks has been able to offset 
such pressure through the sale of 
higher-margin products and man- 
ufacturing and other cost-reduc- 
tion programs. Gross margin is 
also affected by the level of soft- 
ware sales. Gross margin was 
negatively affected by the intro- 
duction of new products, the 
continued expansion into new 
markets, and the increase in 
products manufactured by other 
suppliers in network solutions 


offered by Nortel Networks. 
OPERATING EXPENSES 


In 1998, selling, general and 
administrative (SG&A) expense 
increased by 23% to $4.63 billion 
for 1998 compared with 1997. 
As a percentage of total rev- 
enues, however, SG&A expense 
remained flat compared with 
1997 at 17.6% of total revenues. 
The 1998 increase in absolute 
dollars reflected the funding of 
North American and interna- 
tional market investments across 
both operating segments, as well 
as increased investments sup- 
porting Nortel Networks’ global 
marketing programs and opera- 
tions systems to simplify and 
streamline Nortel Networks’ 
business processes, ongoing 
investment in computer systems 
infrastructure related to the 
global supply chain management 
system, the preparation for the 
Year 2000 and a weaker 
Canadian dollar. The lower 
SG&A expenses in Other are 
the result of divestitures, primar- 
ily resulting from the WilTel 
Transaction. SG&A was also 
impacted by the provision for 
customer financing risk. 

Nortel Networks’ research 
and development (R&D) 
expense for 1998 increased by 
23% to $3.66 billion compared 


with 1997 while R&D expense 
as a percentage of total revenues 
remained essentially flat. The 
increased level of investment in 
absolute dollars in 1998 reflects 
ongoing programs across the 
Carrier and Enterprise segments 
for new products, process devel- 
opment, advanced capabilities, 
and services for a broad array of 
applications. 


AMORTIZATION OF 
INTANGIBLES 


The amortization of purchased 
in-process R&D amounted to 
$1,865 million for 1998 com- 
pared with nil in 1997 primarily 
reflecting the charges related 

to the acquisitions of Bay 
Networks, Broadband Networks 
Inc. (BNI), Aptis Communica- 
tions, Inc. (Aptis) and Cambrian 
Systems Corporation. The capi- 
talized amount of purchased 
in-process R&D as at Decem- 
ber 31, 1998, was $779 million. 
The amortization of acquired 
technology of $351 million com- 
pared with nil in 1997 reflects 
the charge related to the Bay 
Networks transaction. The capi- 
talized amount of acquired tech- 
nology as at December 31, 1998 
was $2.79 billion. Goodwill 
amortization primarily reflecting 
investments in Bay Networks, 
STC plc, Matra Nortel 
Communication S.A.S. (MNC) 
and MICOM Communications 
Corporation was $366 million 
for 1998 compared with 

$66 million in 1997. The capital- 
ized amount of goodwill as 

at December 31, 1998 was 

$5.04 billion. 


SPECIAL CHARGES 
Special charges aggregating 


$679 million were included in 
the results for 1998. Included in 


the special charges for 1998, was 
a provision of $574 million relat- 
ed to steps taken to streamline 
management layers, gain opera- 
tional efficiencies, and realign 
resources and investments. 
Included in the provision was 
$397 million representing the 
cost of severance and related 
benefits for approximately 

4,100 employees worldwide, 
which includes $107 million 

for individuals in R&D activi- 
ties. The majority of Nortel 
Networks’ business functions, 
job classes, and geographic areas 
were impacted, with a majority 
of the reductions taking place in 
the United States and Canada. 
Also included in this provision 
was $142 million in non-cash 
expenses for capital asset and 
other write-downs, and $35 mil- 
lion in facilities and other costs, 
primarily related to wireless net- 
works and enterprise networks. 
The anticipated benefits of these 
activities began to materialize in 
Nortel Networks’ consolidated 
results of operations during the 
fourth quarter of 1998. All of 
these activities are expected to be 
substantially completed by 
September 30, 1999. 


INVESTMENT AND OTHER 
INCOME — NET 


Investment and other income — 
net, including equity in net earn- 
ings of associated companies, 
increased by $324 million in 
1998 compared with 1997. The 
increase was primarily the result 
of a pre-tax gain of $118 million 
relating to Entrust Technologies 
Inc.’s (Entrust) initial public 
offering concurrent with a sec- 
ondary offering of Entrust com- 
mon shares by Nortel Networks 
and a pre-tax gain of $108 mil- 
lion from the sale of Lagardére 
SCA’s shares. Also contributing 


to the increase in 1998 compared 
with 1997 was an increase of 
$52 million in interest income, 
primarily resulting from higher 
cash balances following the Bay 
Networks transaction and higher 
levels of short-term investments 
due to increased cash flows from 
United States operations. 

Nortel Networks continues to 
expand its business globally and, 
as such, an increasing proportion 
of its business will be denominat- 
ed in currencies other than U.S. 
dollars. As a result, fluctuations 
in foreign currencies may have an 
impact on Nortel Networks’ 
business and financial results. 
Nortel Networks endeavors to 
minimize the impact of such 
currency fluctuations through its 
ongoing commercial practices 
and by attempting to hedge 
its exposures to major currencies. 
In attempting to manage this 
foreign exchange risk, Nortel 
Networks identifies operations 
and transactions that may have 
foreign exchange exposure, based 
upon, among other factors, the 
excess or deficiency of foreign 
currency receipts over foreign 
currency expenditures in each of 
Nortel Networks’ significant for- 
eign currencies. Nortel Networks 
significant currency flows for the 
year ended December 31, 1998, 
were in U.S. dollars, Canadian 
dollars, United Kingdom pounds 
and French francs. For the year 
ended December 31, 1998, the 
net impact of foreign exchange 
fluctuations was a loss of 
$110 million as compared with 
a loss of $70 million for the 
same period of 1997. Given the 
devaluation of the Brazilian real 
and its continued volatility and 
Nortel Networks’ exposure to 
this market and other interna- 
tional markets, Nortel Networks 
continuously monitors all its 
foreign currency exposures. As 


’ 


Nortel Networks cannot predict 
whether foreign exchange 

losses in Brazil and other coun- 
tries will continue to increase 

in the future, significant foreign 
exchange fluctuations may have 
an adverse impact on Nortel 
Networks’ results from operations. 


INTEREST EXPENSE 


Interest expense increased by 
$109 million in 1998 compared 
with 1997. The increase is 
mainly due to the increased use 
of short-term debt, primarily 
in Colombia and Brazil, 
increased use of commercial 
paper, and an increase in 
short-term interest rates, which 
was partially offset by lower 
interest on long-term debt. 


STREAMLINING OF BUSINESS 
PROCESSES 


On January 13, 1999, Nortel 
Networks announced the 
acceleration of its operations 
strategy designed to better meet 
the rapidly changing needs and 
values of its customers world- 
wide. The strategy will simplify 
and streamline Nortel Networks’ 
businesses and operations 
processes, including Nortel 
Networks’ order-entry and ful- 
fillment, delivery, service, and 
manufacturing systems over the 
next three years. 

The operations strategy will 
involve plant divestitures, manu- 
facturing rationalization, greater 
reliance on outsourcing, and 
redeployment of employees. 
Approximately 10% of Nortel 
Networks’ workforce will be 
affected by the program. 
Divestitures, retraining, and 
attrition will minimize employee 
impact. The efficiencies gener- 
ated by the program are not 
expected to significantly impact 


1999 results from continuing 
operations, but will position 
Nortel Networks for future 
growth. Over the coming years, 
the impact of the operations 
strategy is intended to contribute 
to Nortel Networks’ presence in 
the marketplace, growth in 
market share, higher revenue 
growth, and, ultimately, higher 
earnings growth. 


LITIGATION 


See notes to consolidated finan- 
cial statements, Note 11(d). 


International 
Telecommunications 


OVERVIEW 


The International Telecom- 
munications group is comprised 
of BCI and BCE’s other interna- 
tional telecommunications inter- 
ests. BCI owns, develops and 
operates telecommunications 
systems outside of Canada, pri- 
marily in Latin America and the 
Asia Pacific region with a focus 
on the wireless sector. BCI cur- 
rently provides wireless services 
in Colombia, Brazil, Korea, 
Taiwan, China and India, as well 
as cable television and private 
telephony services in Brazil. 


BELL CANADA INTERNATIONAL 


Revenues at BCI increased to 
$772 million for 1998, an 
increase of $354 million com- 
pared with the same period last 
year. [his increase was primarily 
due to increased revenues related 
to BCI’s cellular operations in 
Colombia. Of this increase, 
$124 million was due to 
Occidente y Caribe Celular S.A. 
(OCCEL), which was acquired 
at the end of the first quarter of 
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1998 and $107 million was due 
to Comunicacién Celular S.A. 
(COMCEL). OCCEL operates 
a cellular network in the western 
region of Colombia. The balance 
of the increase was primarily due 
to increased revenues from oper- 
ations in Brazil. 

The total number of sub- 
scribers in companies in which 
BCI has an interest reached close 
to 2.9 million at December 31, 
1998, an increase of 2.3 million 
over December 31, 1997. The 
majority of the increase was 
mainly due to BCI’s investment, 
in September 1998, in Hansol 
PCS Co. Ltd. of Korea (Hansol) 
which had over 1.4 million sub- 
scribers at year-end. BCI’s opera- 
tions in Colombia had close to 
700,000 subscribers at December 
31, 1998, an increase of almost 
270,000 from December 31, 
1997. Americel S.A. (Americel) 
of Brazil and KG Telecommuni- 
cations Co. Ltd. of Taiwan added 
146,000 and 346,000 subscribers, 
respectively. 

BCE’s share of BCI’s 1998 
loss was $48 million compared 
with a loss of $56 million for 
the same period in 1997. The 
decreased loss was mainly due 
to a net gain of $100 million on 
the reduction of BCI’s owner- 
ship in its Colombian sub- 
sidiaries, partially offset by losses 
associated with the acquisition 
of OCCEL ($61 million) and 
Hansol ($9 million), and the 


losses at Americel ($21 million). 


OTHER INTERNATIONAL 
TELECOM 


Other International Telecom 
includes the international direc- 
tory operations and the results 
of Jones Intercable, Inc. (Jones) 
and Cable & Wireless Commu- 
nications ple (CWC) (as well as 
the results of Mercury Commu- 
nications Limited and Bell 
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Cablemedia plc prior to the 
merger with NYNEX 
CableComms under CWC on 
April 28, 1997). BCE’s interest 
in CWC was disposed of on 
June 18, 1998. In addition, as a 
result of an agreement to sell its 
investment in Jones, announced 
on May 25, 1998, between 
Comcast Corporation (Comcast) 
and a wholly-owned subsidiary 
of BCE Inc., BCE no longer 
equity accounts for its invest- 
ment in Jones as of May 25, 
1998. 

Other International Telecom 
contributed $519 million to 
net earnings in 1998 compared 
with $119 million in 1997. 
The increase was primarily due 
to a net one-time gain recorded 
in 1998 on the disposition of 
BCE’s interest in CWC. 
Earnings in 1997 include one- 
time net gains of $184 million 
mainly relating to the dilution of 
BCE’s interest in BC] as a result 
of its initial public offering. 

Excluding net one-time 
special items, results in 1998 
improved by $71 million com- 
pared with 1997 mainly reflect- 
ing lower losses at Jones due to 
the discontinuation of equity 
accounting referred to above and 
CWC’s improved earnings prior 
to the sale. 


LIQUIDITY AND 
CAPITAL RESOURCES 


BCE Consolidated 


BCE’s consolidated operating 
cash flow (see page 41) decreased 
by $1,635 million to $4,020 mil- 
lion compared with 1997, pri- 
marily as a result of lower 
operating profit resulting from 
the change in accounting for 
Nortel Networks. 


As discussed on page 22, due 
to the Bay Networks transaction, 
BCE’s ownership in Nortel 
Networks has been diluted from 
approximately 51% to 41%. As a 
result of the decrease in owner- 
ship, effective September 1, 1998, 
on a prospective basis, BCE has 
changed its accounting for Nortel 
Networks from full consolidation 
to equity accounting. Accordingly, 
BCE’s consolidated statement of 
changes in financial position no 
longer reflects the cash flows 
related to Nortel Networks on 
a line-by-line basis effective 
September 1, 1998. 

A discussion of changes in 
cash flows of Canadian 
Telecommunications, Nortel 
Networks, International 
Telecommunications and BCE 
Inc. follows. 


Canadian 
Telecommunications 


BELL CANADA 


The principal components of 
Bell Canada’s cash flows are 
shown in table 7 on the next page. 

Operating cash flow was 
essentially flat for 1998 com- 
pared with 1997. Free cash flow 
of $923 million in 1998 repre- 
sented an increase of $485 mil- 
lion over 1997 due primarily to 
the net proceeds of $753 million 
related to the sale of certain real 
estate properties in the first 
quarter of 1998 and the termina- 
tion of the business transforma- 
tion program, partially offset by 
increased working capital 
requirements and other items 
and increased net capital 
expenditures. 

Net capital expenditures 
increased by $279 million for 1998 
compared with 1997 due princi- 
pally to the information systems 
and information technology 


modernization program. Net 
capital expenditures for 1999 are 
expected to remain relatively flat 
compared with 1998 as increases 
related to Internet technologies 
(broadband) are expected to be 
offset by reduced net capital 
expenditures related to voice 
technologies (narrowband) and 
by reduced expenditures related 
to information systems and 
information technology. 

During 1998, Bell Canada 
repaid some $862 million of debt 
comprised of $544 million of 
long-term debt which matured, 
$127 million of long-term debt 
which was redeemed prior to 
maturity, and $191 million of 
notes payable and bank 
advances. Bell Canada’s cash 
requirements during 1998, 
including the financing of capital 
expenditures and early redemp- 
tions, were primarily met by 
internally generated funds. 
Approximately $640 million of 
Bell Canada’s long-term debt 
and other long-term liabilities 
will mature during 1999. Bell 
Canada’s cash requirements dur- 
ing 1999, including the financ- 
ing of capital expenditures and 
investments, are expected to 
be met by internally generated 
funds and by the issuance 
of debt. 

On December 31, 1998, 
outstanding commercial paper 
totalled $105 million in 
Canadian funds. The commercial 
paper program is supported by 
lines of credit, extended by sever- 


al banks, totalling $750 million. 


Nortel Networks 


The following discussion of 
Nortel Networks’ cash flows is 
based on the full twelve months 
of 1998. 

Cash flow from operations 
of $2,447 million in 1998 


7. BELL CANADA CASH FLOWS 


($ millions) 


Net earnings (loss) before preferred dividends 


Extraordinary item 
Restructuring and other charges 


Depreciation, amortization and other non-cash operating items 


Operating cash flow 


Changes in working capital and other items 


Business transformation program and other workforce reduction 
costs (net of deferred income taxes thereon) 


Cash flow from operations 
Capital expenditures, net 


Proceeds from disposition of assets, net of investments 


Dividends 
Other investing activities 


Free cash flow 


Financing provided (reduced) by: 


Decrease in notes payable and bank advances 


Repayment of long-term debt 
Issuance of long-term debt 
Increase in cash on hand 
Other financing activities 


Nee i ee as ae oe ct ns Ses asa veg phos PMeairaysieee Aa ese e saan neti «damiee san Gerben Ale kslcloes't earowecewecncacea cs 1998 1997 
832 (1,837) 

= 2,725 

471 2 
1,727 2,186 
3,030 3,074 
(42) 303 

x (427) 
2,988 2,950 
(1,947) (1,668) 
689 (91) 
(855) (58) 
48 105 
923 438 
(191) (18) 
(671) (586) 
e 295 
(101) (169) 
40 40 
(923) (438) 


represented an increase of 
$1,274 million from 1997. 
Nortel Networks continues to 
focus on working capital as a key 
component of cash management. 

Capital expenditures of 
$955 million in 1998 represented 
an increase of $153 million 
from 1997. Nortel Networks 
expects its consolidated capital 
expenditures for 1999 to be 
substantially above 1998 levels. 

Proceeds from the sales of 
businesses were $1,136 million 
in 1998, an increase of $594 mil- 
lion from 1997. The increase was 
primarily due to the sale of 
Nortel Networks’ Advanced 
Power Systems business to Astec 
(BSR) plc, the proceeds from the 
Entrust initial public and sec- 
ondary offerings and the sale of 
Nortel Networks’ holdings in 
ICL ple. 

On April 17, 1998, Nortel 
Networks amended its five-year 
and 364-day syndicated credit 


agreements which permit bor- 
rowings in an aggregate amount 
not to exceed US $1.5 billion, of 
which US $1.0 billion relates to 
the five-year agreements and 
US $500 million relates to the 
364-day agreements, to, among 
other things, extend the agree- 
ments for an additional one year 
and 364 days, respectively. The 
entire amount of these commit- 
ted facilities remains available. 
Nortel Networks expects to meet 
its cash requirements from oper- 
ations and conventional sources 
of external financing. 

The competitive environment 
requires Nortel Networks and 
many of its principal competitors 
to provide significant amounts 
of medium-term and long-term 
customer financing in connection 
with the sale of products and ser- 
vices. While Nortel Networks 
has generally been able to place 
its customer financings with 


third-party lenders, Nortel 


Networks anticipates that, due 
to the amount of financing it 
expects to provide and the higher 
risks typically associated with 
such financings (particularly 
when provided to start-up oper- 
ations or to customers in devel- 
oping countries), the amount of 
such financings required to be 
supported directly by Nortel 
Networks for at least the initial 
portion of their term is expected 
to increase significantly in the 
future. As at December 31, 
1998, Nortel Networks had 
entered into certain financing 
agreements for the future provi- 
sion of up to approximately 

US $754 million of customer 
financing and had outstanding 
offers or commitments in con- 
nection with awarded supply 
contracts, subject to fulfillment 
of certain conditions, to provide 
up to approximately US $1.46 bil- 
lion of additional customer 
financings (not all of these offers 


or commitments are expected to 
be drawn upon). Nortel 
Networks expects to continue to 
arrange for third-party lenders to 
assume customer financing 
obligations agreed to by Nortel 
Networks and to fund other cus- 
tomer financings directly sup- 
ported by Nortel Networks from 
working capital and conventional 
sources of external financing in 
the normal course. In light of 
recent economic uncertainty and 
reduced demand for financings 
in capital and bank markets, 
Nortel Networks may be 
required to continue to hold 
certain customer financing 
obligations for longer periods 
prior to placement with third- 
party lenders. 

As a result of the maturity of 
Nortel Networks’ internal cus- 
tomer financing processes and 
Nortel Networks’ increased expe- 
rience in the area of medium- 
term and long-term customer 
financing, effective April 1, 
1997, Nortel Networks began to 
maintain an allowance to absorb 
credit-related losses in its portfo- 
lio of on-balance sheet and off- 
balance sheet financing assets 
and liabilities (Financing Port- 
folio). The Financing Portfolio is 
primarily medium-term and 
long-term customer-financed 
receivables and guarantees. The 
allowance is part of the provision 
for uncollectibles. The allowance 
is reviewed quarterly for adequa- 
cy of impairment coverage and, 
in management’s opinion, the 
allowance is considered adequate 
to absorb credit-related losses 
in the Financing Portfolio. Prior 
to January 1, 1997, Nortel 
Networks reflected customer 
financing risk related to PCS 
contracts as a reduction in rev- 
enues. All customer financing 
risk is now reflected through 


SG&A. 
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Nortel Networks has entered 
into supply contracts with cus- 
tomers for products and services, 
which in some cases involve new 
technologies currently being 
developed or which have not yet 
been commercially deployed by 
Nortel Networks or require 
Nortel Networks to build and 
operate networks on a turnkey 
basis. These supply contracts 
may contain delivery and instal- 
lation timetables and perfor- 
mance criteria which, if not met, 
could result in the payment of 
substantial penalties or liquidat- 
ed damages by Nortel Networks, 
the termination of the related 
supply contract, and/or reduction 
of shared revenues under a 
turnkey arrangement. 


International 
Telecommunications 


BELL CANADA 
INTERNATIONAL 


BCI had cash and cash equiva- 
lents of $98 million at December 
31, 1998. During 1998, net 
investing activities amounted to 
$913 million, mainly relating to 
BCI’s acquisition of a 68.4% 
interest in OCCEL for 
$445 million, its acquisition of 
an 18.2% equity interest in 
Hansol for $179 million and 
$297 million in capital expendi- 
tures primarily at COMCEL, 
OCCEL, Hansol and Americel. 
On December 10, 1998, 
subsidiaries of American Inter- 
national Group Inc. paid 
$116 million for an indirect 
3.45% (fully diluted) equity 
interest in COMCEL and 
OCCEL. On December 23, 
1998, BCI transferred its interest 
in OCCEL to COMCEL. 


The aggregate sale price was 
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$551 million, consisting of 
$244 million in cash and 
$307 million in warrants to 
purchase shares of COMCEL. 
In addition, on December 23, 
1998, COMCEL also arranged 
a new US $300 million credit 
facility expiring in 2002 and 
exchanged its outstanding bonds 
with final maturity in 2003 for 
new bonds maturing in 2005. 
On December 14, 1998, 
Americel was the first B-band 
cellular operator to be granted a 
long-term loan of R $190 mil- 
lion ($240 million) from the 
Brazilian National Economic 
Development Bank. These funds 
will allow Americel to decrease 
its interest cost without being 


exposed to foreign exchange risk. 


In December 1998, BCI 
entered into credit agreements 
for up to $500 million of senior 
unsecured indebtedness. The 
credit agreements expire in 
December 1999. In addition, in 
February 1999, BCI issued 
$400 million of Debentures 
($150 million to Nortel 
Networks) due 2002. Funds 
available under the credit agree- 
ments and the proceeds from the 
Debentures have been or will be 
primarily used to fund BCI’s 
existing operations and develop- 
ment projects, to provide work- 
ing capital and for general cor- 
porate purposes, including the 
expenses incurred in seeking and 
evaluating new business oppor- 
tunities. 

Between existing operations 
and development projects, BCI 
expects to have approximately 
$500 million of capital expendi- 
tures, investments and acquisi- 
tions in 1999. BCI’s 1999 
financing requirements are 
expected to be met through 
available cash balances, proceeds 
from the issuance of the Deben- 
tures, funds available under the 


credit agreements and new debt 
or equity. 

In early 1999, two new BCI 
operations will be launched: Axtel 
S.A. de C.V. (formerly known as 
Telefonia Inalambrica del Norte 
S.A. de C.V.), which will provide 
fixed wireless local service in 
Mexico and Telet S.A., BCI’s sec- 
ond Brazilian cellular operation. 

In January 1999, BCI’s con- 
sortium won the regional operat- 
ing license to provide fixed tele- 
phone and value added services 
in the Northeast region of 
Brazil, which is home to almost 
90 million people. The consor- 
tium, of which BCI owns 34.4%, 
plans to invest more than 
$1.5 billion in building its state- 
of-the-art network. BCI and its 
partners have agreed to jointly 
contribute US $300 million in 
equity capital over a three-year 
period, of which up to 
US $103 million would be pro- 
vided by BCI. 

In January 1999, KG Telecom, 
a PCS operator in the northern 
region of Taiwan, acquired an 
82% interest in Tuntex Telecom- 
munications Co. Ltd.,a PCS 
operator in the central and 
southern regions of Taiwan for 
approximately $410 million. BCI 
has an option to increase its equi- 
ty interest in KG Telecom from 
its existing 10% interest to 20%. 


OTHER INTERNATIONAL 
TELECOM 


On May 25, 1998, a wholly- 
owned subsidiary of BCE Inc. 
announced it had agreed to sell 
to Comcast 6.4 million Class A 
common shares of Jones 
Intercable and a 49% interest in 
another subsidiary of BCE Inc. 
which owns another 6.4 million 


Class A common shares of Jones 
Intercable. The 12.8 million 


class A common shares represent 
an approximate 30% equity 
interest and 15% voting interest 
in Jones Intercable. Comcast also 
has agreed to purchase a 49% 
interest in another subsidiary of 
BCE Inc. which owns a control 
option to acquire the approxi- 
mate 2.9 million shares of com- 
mon stock of Jones Intercable 
currently owned by Mr. Glenn 
R. Jones. As part of the transac- 
tion, Comcast would purchase 
the remaining 51% of the above- 
mentioned subsidiaries when the 
control option is exercised. On 
August 12, 1998, Comcast, BCE 
Inc.’s wholly-owned subsidiary 
and Mr. Glenn R. Jones agreed 
to structure the transaction in 
such a way that would allow for 
the acceleration of the exercise of 
the control option which is 
expected to occur in 1999. 


BCE Inc. 


Dividend income, net of corpo- 
rate expenses and debt financing 
charges, amounted to $877 mil- 
lion for 1998 compared with 
$861 million for the same period 
last year. Dividends to share- 
holders totaled $961 million for 
1998 compared with $939 mil- 
lion for 1997. 

On February 18, 1998, BCE 
Inc. issued $150 million of Notes 
under its shelf prospectus filed in 
November 1997. In addition, 
BCE Inc. refinanced £125 mil- 
lion Series 9 Notes on January 
30, 1998, and $300 million 
Series 10 Notes on May 1, 1998, 
with commercial paper. 

The sale of CWC in June 
1998 generated net proceeds of 
$2,289 million which were 
mainly used by BCE Inc. to 
repay commercial paper and for 
investments. 


Investments during 1998 
totaled $1,624 million including: 
* the acquisition of 4,832,200 

shares of BCE Mobile for 

$170 million in March 1998, 

concurrent with BCE 

Mobile’s sale of 2,567,800 

shares at $35.25 per share on 

a bought deal basis, which 

maintained BCE’s ownership 

interest of 65.3%; 

* the acquisition of 1,500,000 
shares of Nortel Networks for 
$107 million in the first quar- 
ter of 1998; 

* the acquisition of common 
shares of Telesat Canada for 
$158 million in May 1998, 
which increased BCE’s own- 
ership interest from 58.7% 
to 100%; 

* the acquisition of 11,971,700 
common shares of Excel for 
$424 million and the acquisi- 
tion of 7,701,500 shares of 
Teleglobe for $312 million, 
which brought BCE’s owner- 
ship of Teleglobe to approxi- 
mately 20%; 

* a total investment of 
$124 million in Bell Satellite 
Services, including $16 mil- 
lion to acquire the 10% inter- 
est not previously owned by 
BCE; and, 

* the acquisition of 12,000,000 
(post split) outstanding Class 
A Subordinate Shares of CGI 
in January 1998 for $138 mil- 
lion, and the acquisition of 
1,500,000 Class B Multiple 
Voting Shares resulting from 
the exercise, in part, of a put 
option by the three largest 
shareholders of CGI for a 
total of $54 million. 

In December 1997, BCE Inc. 
initiated a normal course issuer 
bid, which expired on December 
1, 1998, to repurchase up to 
10,000,000 common shares. In 
1998, 656,400 common shares 
were purchased and cancelled for 


$32 million. The repurchase of 
shares lessened the effect of dilu- 
tion that occurred as 4,837,613 
common shares were issued for 
$250 million in 1998 through 
BCE Inc.’s shareholder dividend 
reinvestment and stock purchase 
plan, employee savings plan and 
stock option plan and as a result 
of the acquisition of 1,500,000 
CGI Class B Multiple Voting 
Shares. 

At December 31, 1998, BCE 
Inc. had committed credit facili- 
ties totaling $1.275 billion avail- 
able as back-up for its commer- 
cial paper program and general 
corporate purposes. The entire 
amount of these facilities remains 


available for use by BCE Inc. 


RISK FACTORS 


In addition to the other risk 
factors outlined in this docu- 
ment, the following additional 
factors should be considered. 
Collectively these factors could 
cause the results contemplated 
by the forward-looking state- 
ments contained in this docu- 
ment to materially differ from 
current expectations. The factors 
discussed below relate to BCE 
Inc.’s two principal operating 
units, namely Bell Canada and 
Nortel Networks. For a discus- 
sion of risk factors which could 
materially affect the results of 
operations and financial condi- 
tion of certain other principal 
companies of the BCE group as 
well as for a more detailed dis- 
cussion of the risk factors which 
could materially affect the results 
of operations and financial 
condition of Bell Canada and 
Nortel Networks, the reader is 
referred to BCE Inc.’s Annual 
Information Form for the year 
ended December 31, 1998. 
BCE Inc. disclaims any inten- 
tion or obligation to update or 


revise any forward-looking state- 
ments, whether as a result of new 
information, future events or 
otherwise. 

For a description of Bell 
Canada’s and Nortel Networks’ 
Year 2000 programs and risks 
associated with the Year 2000 
issue which could have a materi- 
al adverse effect on the financial 
condition and results of Bell 
Canada and Nortel Networks, 
see “Impact of Year 2000 issue 
(Year 2000 Readiness Disclo- 
sure)” on pages 35 to 38. 

Bell Canada’s and Nortel 
Networks’ future operating 
results may be affected by vari- 
ous trends and factors which 
must be managed in order to 
achieve favourable operating 
results. In addition, there are 
trends and factors beyond Bell 
Canada’s and Nortel Networks’ 
control which affect their opera- 
tions. Such trends and factors 
include adverse changes in the 
conditions in the specific mar- 
kets for Bell Canada’s and Nortel 
Networks’ services and products, 
the conditions in the broader 
market for communications and 
the conditions in the domestic 
or global economy generally. 

Bell Canada and Nortel 
Networks participate in a highly 
volatile and rapidly growing 
telecommunications industry 
which is characterized by vigor- 
ous competition for market share 
and rapid technological develop- 
ment. These factors could result 
in aggressive pricing practices 
and growing competition both 
from start-up and well capital- 
ized companies. 


Bell Canada 


INCREASING COMPETITION 


With the advent of competition 
in the local service market in 


1998, all parts of Bell Canada’s 
business are facing substantial 
and intensifying competition. 
Factors such as product pricing 
and service are under continued 
pressure while the necessity to 
reduce costs is ongoing. Bell 
Canada must not only try to 
anticipate, but must also respond 
promptly to, continuous and 
rapid developments in its busi- 
nesses and their markets. In 
addition, the significant growth 
and size, as well as increasing 
global scope, of the telecommu- 
nications industry are attracting 
new entrants and encouraging 
parties other than existing par- 
ticipants to expand their services 
and their markets. Mergers and 
acquisitions, as well as alliances 
and joint ventures, are creating 
new or larger participants with 
broad skills and significant 
resources which will further 
impact the competitive land- 
scape. Current and future com- 
petitors are coming not just from 
within Canada, but also globally, 
and will include not only major 
telecommunications companies, 
such as AT&T Canada and 
Sprint Canada, but also cable 
companies, Internet companies, 
wireless service providers and 
other companies that offer net- 
work services, such as providers 
of business information systems 
and system integrators, as well as 
an increasing number of other 
companies who deal with or 
have access to customers through 
various communications net- 
works. Many of these companies 
are significant in size and 
resources and have a significant 
market presence with brand 
recognition and existing cus- 
tomer relationships. 
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TECHNOLOGY 


The telecommunications indus- 
try, as with many others, is char- 
acterized by rapidly changing 
technology with the related 
changes in customer demands 
and the need for new products 
and services at competitive 
prices. Technological develop- 
ments are also shortening 
product life cycles and facilitat- 
ing convergence of different 
segments of the increasingly 
global information industry. 
Bell Canada’s future success will 
be impacted by its ability to 
anticipate, invest in and imple- 
ment new technologies with the 
levels of service and prices that 
consumers demand. Techno- 
logical advances may also affect 
Bell Canada’s level of earnings 
by shortening the useful life of 
some of its assets. Further, tech- 
nological advances may well 
emerge that could reduce or 
replace the costs of plant and 
equipment and eliminate or 
reduce barriers that deter other 
companies from competing in 
particular market segments. 


DECISIONS OF THE CANADIAN 
RADIO-TELEVISION AND 
TELECOMMUNICATIONS 
COMMISSION (CRTC) 


During 1997, the CRTC 
released several important deci- 
sions which set out the rules for 
the evolution to total competi- 
tion in Canada’s telecommunica- 
tions industry. Included in these 
decisions were those related to 
the introduction of local service 
competition, the implementation 
of price cap regulation, and for- 
bearance from long distance and 
private line service regulation. 
These decisions, which are 
described in BCE Inc.’s Annual 


Information Form for the year 
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ended December 31, 1998, rep- 
resent significant challenges and 
opportunities for Bell Canada 
and are expected, together with 
continued intense competition 
across all lines of business cou- 
pled with the rapid pace of 
technological change (as previ- 
ously discussed), to have a signif- 
icant impact on Bell Canada’s 
results in the future. 


Nortel Networks 


RAPID TECHNOLOGICAL 
CHANGE AND VOICE AND 
DATA CONVERGENCE 


It is expected that data commu- 
nications traffic will grow sub- 
stantially in the future compared 
to the modest growth expected 
for voice traffic. The growth of 
data traffic is expected to have a 
significant impact on traditional 
voice networks and create mar- 
ket discontinuities which will 
drive the convergence of data 
and telephony and give rise to 
the demand for Internet 
Protocol (“IP”)-optimized net- 
works. Given the dynamic and 
evolving nature of the telecom- 
munications business and the 
technology involved, there can 
be no assurance as to the rate of 
such convergence. Consequently, 
there is no assurance that the 
market discontinuities and the 
resulting demand for [P-opti- 
mized network equipment will 
continue to develop. In order to 
position Nortel Networks to 
take advantage of the anticipated 
growth in demand for IP-opti- 
mized network equipment, 
Nortel Networks has made a 
number of strategic acquisitions, 
including the acquisition of Bay 
Networks. Acquisitions, particu- 
larly an acquisition the size of 
the Bay Networks acquisition, 


involve significant risks and 
uncertainties. These risks and 
uncertainties include the risk 
that the industry does not evolve 
as anticipated and that the tech- 
nologies acquired do not prove 
to be those needed to be 
successful in the industry, the 
difficulty in integrating new 
businesses and the risks of enter- 
ing new markets in which Nortel 
Networks has limited experi- 
ence. The markets for Nortel 
Networks’ products are charac- 
terized by rapidly changing tech- 
nologies, evolving industry stan- 
dards, frequent new product 
introductions and short product 
life cycles. Nortel Networks’ 
success is expected to depend, in 
substantial part, on the timely 
and successful introduction of 
new products and upgrades of 
current products to comply with 
emerging industry standards and 
to address competing technolog- 
ical and product developments 
carried out by others. 


COMPETITION 


Nortel Networks’ principal com- 
petitors are large telecommuni- 
cations equipment suppliers, 
such as Lucent Technologies Inc. 
(Lucent), Siemens AG, and 
L.M. Ericsson, and data net- 
working companies such as 
Cisco Systems, Inc. and 3Com 
Corporation. Since the markets 
in which Nortel Networks com- 
petes are characterized by rapid 
growth and, in certain cases, low 
barriers to entry and rapid tech- 
nological changes, smaller niche 
market companies and start-up 
ventures may become competi- 
tors in the future. The acqui- 
sition of Bay Networks was 
followed by Lucent’s agreement 
to acquire Ascend 


Communications Inc. These 
acquisitions may have the effect 
of inducing certain of Nortel 
Networks’ other competitors 

to enter into additional business 
combinations, to accelerate 
product development, or to 
engage in aggressive price 
reductions or other competitive 
practices thereby creating even 
more powerful or aggressive 
competitors. 


INTERNATIONAL GROWTH, 
FOREIGN EXCHANGE AND 
INTEREST RATES 


Nortel Networks intends to con- 
tinue to pursue growth opportu- 
nities in international markets. 
In many international markets, 
long-standing relationships 
between Nortel Networks’ 
potential customers and their 
local providers, and protective 
regulations, including local con- 
tent requirements and type 
approvals, create barriers to 
entry. In addition, pursuit of 
such international growth oppor- 
tunities may require significant 
investments for an extended 
period before returns on such 
investments, if any, are realized. 
Such projects and investments 
could be adversely affected by 
reversals or delays in the opening 
of foreign markets to new com- 
petitors, exchange controls, cur- 
rency fluctuations, investment 
policies, repatriation of cash, 
nationalization, social and politi- 
cal risks, taxation, and other fac- 
tors, depending on the country 
in which such opportunity arises. 
Difficulties in foreign financial 
markets and economies, and of 
foreign financial institutions, 
could adversely affect demand 
from customers in the affected 
countries. 


IMPACT OF YEAR 2000 
ISSUE 

(YEAR 2000 READINESS 
DISCLOSURE) 


The Year 2000 issue relates to 
the way dates have traditionally 
been stored and used in comput- 
ing systems. To conserve expen- 
sive memory space, years were 
stored as two digits, so that the 
year 2000 will appear in many 
computing systems as “00”. 
Many systems and computers 
will interpret “OO” as the year 
1900 instead of the year 2000. 
This could create difficulties in 
performing certain computing 
functions or potentially cause 
system failures. This in turn 
could result in miscalculations 
causing disruptions of opera- 
tions, including, among other 
things, a temporary inability to 
process transactions, send 
invoices, or engage in other nor- 
mal business activities. In addi- 
tion, similar problems may arise 
in some systems which use cer- 
tain dates in 1999 to represent 
something other than a date. 
The effects of the Year 2000 
issue may be experienced before, 
on, or after January 1, 2000. 

BCE Inc.’s subsidiary and 
associated companies (the “BCE 
Group companies”) have estab- 
lished Year 2000 programs with 
the objective of seeking to ensure 
that all aspects of their opera- 
tions are being addressed to meet 
the Year 2000 issue. The follow- 
ing discussion reviews the 
impact of the Year 2000 issue on 
BCE’s two principal business 
segments, namely, Canadian 
Telecommunications and Nortel 
Networks. 


Canadian 
Telecommunications 


The practical consequences of 
the Year 2000 issue are a signifi- 
cant risk and challenge to BCE’s 
Canadian telecommunications 
companies such as Bell Canada 
because the nature of their busi- 
ness is highly dependent on 
complex systems and technology 
which have date-sensitive 
aspects and a significant portion 
of their software must be modi- 
fied or replaced. The Year 2000 
issue could impact across most of 
their operations including the 
network (both the BCE Group 
companies’ network and that 
shared with their business part- 
ners), the products and services 
provided to customers and their 
own internal systems and sup- 
port activities. For example, net- 
work switching equipment is 
highly dependent on date-sensi- 
tive software programs that assist 
with the routing, reporting and 
management of telephone calls. 
A wide range of network man- 
agement systems is also highly 
dependent on date-related func- 
tions. Bell Canada has several 
hundred information systems 
(e.g., call centre management 
systems, ordering and provision- 
ing systems, repair reporting and 
management systems, and billing 
systems) which depend on date 
functionality to properly transact 
business affairs. Many products 
and services, as well as their 
supporting elements (e.g., voice 
mail), are also dependent on 
date-related functionality. 


BELL CANADA 


A Year 2000 Program 
Management Office (PMO) was 
established in 1997 with the 
mandate to minimize the impact 


of the Year 2000 issue on Bell 


Canada’s operations. The Year 
2000 PMO has the responsibili- 
ty to ensure that all aspects of 
Bell Canada’s operations are 
being addressed to meet the 
Year 2000 issue. Bell Canada 
and the other Stentor Operating 
Companies have also set up a 
National Year 2000 Program 
Management Office (PMO). 
The Stentor Year 2000 PMO 
has developed a Year 2000 action 
plan to address the continued 
functionality of nationally deliv- 
ered services up to, through, and 
beyond the year 2000. 

A comprehensive governance 
process has been established to 
oversee Bell Canada’s Year 2000 
program. The Year 2000 pro- 
gram is reviewed monthly with 
the President of Bell Canada and 
other senior officers of the com- 
pany. Updates are provided at 
least on a quarterly basis to the 
Bell Canada Board of Directors. 
In addition and in collaboration 
with the Stentor Year 2000 
PMO, the Stentor National 
Year 2000 program is reviewed 
monthly with the Board of 
Directors of Stentor Canadian 
Network Management 
(““SCNM”). 

At the outset of Bell Canada’s 
Year 2000 program, Bell Canada 
identified the following require- 
ments in order to get ready for 
Year 2000: of approximately 
125 million lines of software 
code in Bell Canada’s support 
systems, it was determined that 
83 million lines of code required 
detailed review and conversion; in 
addition, Bell Canada’s business 
critical and customer affecting 
systems, applications and net- 
work elements (consisting of 
hardware, software and other 
components in over 300 central 
offices) required conversion or 
upgrading in order to make 
them Year 2000 ready. Progress 


towards Year 2000 readiness has 
been made as disclosed below. 

As of December 31, 1998, 
Bell Canada had completed the 
majority of the effort required to 
convert or upgrade, test and 
deploy (i-e., put back into ser- 
vice) the network elements 
required to be Year 2000 compli- 
ant. In fact, all of the network 
elements comprising the Public 
Switched Telephone Network 
(PSTN) have been converted or 
upgraded, tested and put back 
into service as of December 31, 
1998. However, as part of Bell 
Canada’s ongoing Year 2000 test 
program, further testing of the 
PSTN will occur in 1999. Bell 
Canada anticipates that it will 
substantially complete the 
deployment of its network ele- 
ments by approximately the end 
of March 1999. Similarly, as of 
December 31, 1998, the renova- 
tion, upgrade and code conver- 
sion of the majority of Bell 
Canada’s information systems 
and information technology 
(IS/IT) was complete, with the 
mission critical components of 
these systems being in excess of 
95% completed as of December 
31, 1998. Each application is 
subject to an internal certifica- 
tion process and tested before it 
is put back into service. It is 
anticipated that all Bell Canada 
mission critical applications will 
be substantially complete by the 
end of March 1999 and that the 
national mission critical applica- 
tions that Bell Canada uses in 
collaboration with its business 
partners will be substantially 
complete by the end of June 
1999. Bell Canada further 
expects that the majority of its 
products and services will be 
Year 2000 ready by March 31, 
1999, with substantially all prod- 
ucts and services being targeted 
to be ready by approximately 
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June 30, 1999. As to national 
products and services which Bell 
Canada offers in collaboration 
with its business partners, it is 
anticipated that the majority of 
those products will be ready by 
March 31, 1999, with substan- 
tially all products and services 
being targeted to be ready by 
approximately June 30, 1999. 

Bell Canada has undertaken a 
detailed testing and internal cer- 
tification program which seeks 
to ensure that each Bell Canada 
Year 2000 IS/IT project is 
reviewed and approved by the 
appropriate officers or other 
employees of Bell Canada. Each 
IS/IT application and network 
element is subject to a series of 
date related tests that seek to 
ensure that it will continue to 
work before and beyond the Year 
2000. In addition, Bell Canada, 
in cooperation with the other 
Stentor Operating Companies, 
has begun to conduct national 
interoperability tests and will 
continue to do so in 1999. Bell 
Canada is also taking steps 
which seek to ensure that its 
mission critical and priority 
building systems, as well as the 
IS/IT systems that support the 
physical environment, are being 
prepared for the Year 2000. 

Bell Canada performs reviews 
of its Year 2000 program on a 
regular basis. In addition, three 
specific reviews have been con- 
ducted by an independent third 
party, and further independent 
reviews of key aspects of Bell 
Canada’s Year 2000 program 
may be conducted in the future. 
Although there are significant 
risks and uncertainties associated 
with a program of this magni- 
tude, Bell Canada believes it 
will meet its overall schedule. 
However, a delay in any critical 
element of Bell Canada’s Year 
2000 program could materially 
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impact Bell Canada’s ability to 
meet its projected target dates 
and its ability to be ready by 
January 1, 2000. Some of these 
critical elements include the 
delivery of compliant products 
and services from Bell Canada’s 
suppliers, delays in the conver- 
sion and deployment of critical 
network elements, and cross- 
impacts of Bell Canada’s mod- 
ernization program delays. 
Contingency plans would be 
invoked should any delay or fail- 
ure be deemed to significantly 
jeopardize Bell Canada’s opera- 
tions. Bell Canada anticipates it 
will have substantially completed 
its development of contingency 
plans by the end of March 1999. 
The plans will be implemented 
and tested throughout the 
remainder of the year. 

The risk and challenge of Bell 
Canada’s Year 2000 program is 
amplified by the fact that many 
of Bell Canada’s applications and 
systems interact with those of 
customers and other third parties 
which are beyond the control of 
Bell Canada but whose failure to 
make their systems Year 2000 
compliant could materially 
impact Bell Canada. Bell 
Canada is highly dependent on 
many suppliers who provide 
Bell Canada with an extensive 
array of products and services 
critical to its operations. 

Since January 1997, Bell 
Canada has instituted a compre- 
hensive vendor management 
program, which seeks to ensure 
that the products and services it 
receives from its suppliers are or 
will be Year 2000 compliant. 

As of December 31, 1998, Bell 
Canada had completed its due 
diligence process with most of its 
suppliers and intends to continue 
its monitoring of its suppliers 

to seek to ensure that products 
and services will be Year 2000 


compliant and that Year 2000 
ready products will be delivered 
when promised. However, there 
can be no assurance that the 
products or systems of other 
companies which Bell Canada or 
its customers utilize or rely upon 
will be converted in a timely and 
effective manner, or that a failure 
to convert by another company 
or a conversion that is incom- 
patible with Bell Canada’s sys- 
tems, would not have material 
adverse effects on Bell Canada 
or its customers. 

Bell Canada also believes that 
the restructuring of the Stentor 
alliance will not materially affect 
its Year 2000 program. The 
Stentor alliance is evolving, but 
it is envisaged that SCNM will 
continue to be responsible for 
the Stentor National Year 2000 


program. 


Nortel Networks 


The practical consequences of 
the Year 2000 issue are a signifi- 
cant risk and challenge to Nortel 
Networks. More specifically, the 
Year 2000 issue could result in a 
system failure or miscalculations 
causing disruptions of opera- 
tions, including, among other 
things, a temporary inability to 
process transactions, send invoic- 
es, or engage in similar normal 
business activities. Nortel 
Networks’ business operations, 
including, for example, its 
finance, human resources, manu- 
facturing, and customer order 
management functions, make 
extensive use of information 
technology and, as such, are 
exposed to significant risk from 
the Year 2000 issue. 

In 1994, Nortel Networks 
began a long-term program to 
deploy an enterprise backbone 
architecture to establish a 


common suite of business appli- 
cations throughout Nortel 
Networks and its subsidiaries. 
The new applications are being 
deployed as Year 2000 ready, and 
for those business units relying 
on replacement of certain legacy 
applications as part of their Year 
2000 strategy, they are expected 
to replace a number of legacy 
applications by the end of the 
second quarter of 1999. All busi- 
ness system applications not 
addressed by the enterprise 
backbone deployment, including 
vendor supplied applications, are 
expected to be made Year 2000 
ready through Nortel Networks’ 
Year 2000 Program. 

In 1996, Nortel Networks 
initiated its Year 2000 Program 
and subsequently determined 
that it would be necessary to 
modify or replace significant 
portions of software so that busi- 
ness applications, computing 
environments and products 
would properly utilize Year 2000 
dates before and beyond 
December 31, 1999. Nortel 
Networks’ Year 2000 Program 
consists of a product program 
(the Product Program), an infor- 
mation services program (the 
IS Program) and a facilities pro- 
gram (the Facilities Program). 

In September 1998, following 
the acquisition of Bay Networks, 
Nortel Networks commenced 
integration of Bay Networks’ 
Year 2000 Program into Nortel 
Networks’ overall Year 2000 
Program. 

The Product Program focuses 
on identifying and resolving 
Year 2000 issues relating to 
Nortel Networks’ products and 
deploying solutions to cus- 
tomers. Through this program 
Nortel Networks has made or 
will make its current product 
offerings Year 2000 ready. In 
addition, Nortel Networks is 


providing an upgrade or migra- 
tion path and other information 
to customers and distributors 
who have non-Year 2000 ready 
products. The Product Program 
consists of the following three 
major phases: Phase I (analysis, 
remediation and verification), 
Phase II (deployment) and 
Phase III (business continuity 
planning). 

Nortel Networks estimates 
that Phase I of the Product 
Program was approximately 98% 
complete as at December 31, 
1998 and the remaining activi- 
ties are expected to be completed 
by the end of March 1999. 
Nortel Networks is also working 
with outside agencies, such as 
Bellcore, the United States gov- 
ernment (GSA), the Telco Year 
2000 Forum in the United 
States, Alliance for Telecommu- 
nications Industry Standards, 
and the Canadian Year 2000 
Telecom Industry Forum, to 
support independent verification 
and interoperability testing of 
selected products. Phase II, 
deployment of product and 
product upgrades, has com- 
menced and is expected to con- 
tinue throughout 1999 at the 
request of Nortel Networks 
product users. Nortel Networks 
estimates that this phase will be 
substantially complete by mid- 
1999. Nortel Networks has initi- 
ated formal communications 
with its customers (except where 
Nortel Networks sells its prod- 
ucts through distributors, in 
which case formal communica- 
tions have been initiated primar- 
ily with such distributors). 
Customers and/or distributors 
are being notified of known risk 
areas and proposed remediation 
plans. Customers are being 
encouraged to arrange for 
deployment of Year 2000 ready 
products promptly to ensure the 


products will be deployed prior 
to the year 2000. Increased 
orders of Year 2000 ready prod- 
ucts and product upgrades at the 
end of 1999 may overburden 
available installation resources. 
Phase III, business continuity 
planning, began for the Product 
Program in the third quarter of 
1998 and is expected to be com- 
pleted by the end of the second 
quarter of 1999. Thereafter, 
business continuity planning will 
be monitored and updated on an 
ongoing basis into the year 2000. 
Joint implementation of business 
continuity planning will be 
undertaken with customers as 
appropriate. 

The IS Program addresses 
business applications and 
includes third-party/supplier 
assessment and joint venture 
activities related to Year 2000 
readiness. The IS Program con- 
sists of the following three major 
phases: Phase I (assessment and 
validation — inventory of Year 
2000 affected items, assessment 
of Year 2000 readiness, and pri- 
oritization of items determined 
to be material to Nortel 
Networks); Phase II (implemen- 
tation and deployment — repair 
and/or replacement of items 
determined not to be Year 2000 
ready, testing of all items that 
have been repaired or replaced 
or have been identified as 
Year 2000 ready but are consid- 
ered to be material to Nortel 
Networks, and redeployment of 
tested items into Year 2000 ready 
operating environments); and 
Phase III (business continuity 
planning — planning to reduce 
the risk of business interruption 
to Nortel Networks resulting 
from potential Year 2000 issues). 

Business applications are 
undergoing an assessment and 
are being remedied, retired, or 


replaced, as appropriate. Third- 


party supplied software is simi- 
larly being assessed, and has 
been or will be upgraded or 
replaced. Nortel Networks esti- 
mates that in respect of its 
business applications, Phases I 
and II activities were approxi- 
mately 85% complete at 
December 31, 1998, and the 
remaining Phases I and II activi- 
ties are on schedule to be com- 
pleted by the end of the second 
quarter of 1999. Most of the 
Phases I and II activities carried 
over into 1999 are related to the 
deployment of applications 
which have been determined to 
be Year 2000 ready, and were not 
deployed in 1998 for various 
business reasons. These activities 
are scheduled to be completed by 
the end of the second quarter of 
1999. Phase III, business conti- 
nuity planning, began for the IS 
Program in the fourth quarter of 
1998 and plans are expected to 
be in place by the end of the 
third quarter of 1999, at which 
point monitoring and execution 
of business continuity plans will 
be undertaken, as appropriate. 

None of Nortel Networks’ 
information technology (IT) 
projects have been delayed due 
to the implementation of the 
Year 2000 Program. 

Third-party supplier relation- 
ships are being assessed to deter- 
mine the potential for Year 2000 
impact. These relationships 
include third-party suppliers that 
provide manufacturing materials, 
software applications, tools, 
outsourced services, telecommu- 
nications, and other infrastruc- 
ture-related products and 
services required by Nortel 
Networks. Assessment activities 
include the identification and 
prioritization of critical suppli- 
ers, direct communications with 
suppliers regarding their plans 
and progress in addressing the 


Year 2000 issue relating to prod- 
ucts and services supplied to 
Nortel Networks and /or their 
own internal operations, and 
specific assessment of direct 
interfaces between the third- 
party supplier and Nortel 
Networks. Formal communica- 
tions between Nortel Networks 
and significant third-party sup- 
pliers are focused to determine 
the extent to which Nortel 
Networks is vulnerable to these 
third parties’ potential failure to 
remedy their own Year 2000 
issue. Where appropriate, Nortel 
Networks has or plans to execute 
Year 2000 compliance agree- 
ments with such parties. 
Detailed evaluations of the most 
critical third parties and their 
products or services have been 
initiated. Where appropriate, the 
results of such evaluations will 
initiate the development of busi- 
ness continuity plans. Business 
continuity planning commenced 
in the fourth quarter of 1998 and 
plans are expected to be in place 
by the end of the third quarter of 
1999, at which point monitoring 
and execution of business conti- 
nuity plans will be undertaken, 
as appropriate. 

The Facilities Program 
encompasses the building infra- 
structure including environmen- 
tal controls, security systems, fire 
systems and associated embed- 
ded systems that are used in the 
control or operation of all facili- 
ties operated by Nortel 
Networks. Also addressed under 
the Facilities Program are facto- 
ry-based embedded systems used 
in the manufacture and testing 
of Nortel Networks products. 
The Facilities Program is on 
schedule, and it is expected that 
the repair and testing of equip- 
ment will be substantially com- 
pleted by the end of the second 
quarter of 1999. Business 
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continuity planning for the 
Facilities Program commenced 
in the third quarter of 1998 and 
plans are expected to be in place 
by the end of the third quarter of 
1999, at which point monitoring 
and execution of such plans will 
be undertaken, as appropriate. 

Business continuity planning, 
which commenced in the Product 
Program, IS Program and Facili- 
ties Program during the third 
and fourth quarters of 1998, has 
recently been coordinated under 
a central corporate Business 
Continuity Planning Program 
(the BCP Program). The gov- 
erning objective of the BCP 
Program is to protect corporate 
resources in the face of a poten- 
tial Year 2000 event, to continue 
the delivery of essential services 
to both internal and external 
customers, and to minimize the 
effects of the disruption on the 
operations of Nortel Networks’ 
business. The planning process is 
based on an industry-accepted, 
process-focused approach, and 
the overall BCP Program has a 
scheduled completion date of the 
end of the third quarter 1999, 
with implementation monitoring 
and execution of business conti- 
nuity plans occurring during the 
fourth quarter. Interim planning 
milestones have been established 
and the progress of the BCP 
Program is monitored on a regu- 
lar basis. Some business continu- 
ity planning activities will be 
completed prior to the end of the 
third quarter in order to prepare 
for potential Year 2000-related 
events that could occur prior to 
such time. 

In planning for the most rea- 
sonably likely worst-case scenar- 
ios, Nortel Networks has 
addressed all three programs 
which comprise its Year 2000 
Program. Nortel Networks 
expects that its products will be 
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ready for the Year 2000, and that 
its exposure lies with customers 
who are not aware or not willing 
to complete the required 
upgrades to make their Nortel 
Networks products Year 2000 
ready. Nortel Networks’ Product 
Program includes plans to place 
advertisements in trade journals, 
conduct seminars and dedicate a 
web-site to contact all possible 
customers that may possess non- 
Year 2000 ready products. Nortel 
Networks expects that its IT sys- 
tems will be ready for the Year 
2000, but that it may experience 
isolated incidences of non-com- 
pliance and potential outages 
with respect to IT infrastructure. 
Nortel Networks plans to allo- 
cate internal resources and retain 
dedicated consultants and ven- 
dor representatives to be ready to 
take action should these events 
occur. Business continuity plan- 
ning for facilities is currently in 
process, and Nortel Networks is 
simultaneously putting the 
required resources in place to 
carry out those plans for key 
facilities. Critical business part- 
ners are being contacted to assess 
their readiness and appropriate 
business continuity plans will be 
developed by the end of the sec- 
ond quarter of 1999 to address 
potential business interruptions 
that may be experienced by such 
parties. It is a reasonably likely 
worst-case scenario that some of 
Nortel Networks’ suppliers will 
experience business interruptions 
due to the Year 2000 issue. 
Business continuity planning to 
address key supplier relation- 
ships is currently underway. 
Although Nortel Networks val- 
ues its established relationships 
with key suppliers, alternative 
products and/or services will be 
considered in situations where 
timely confirmation of Year 2000 
readiness of products/services or 


suppliers cannot be established. 
If certain suppliers are unable to 
deliver products and /or services 
on a timely basis, due to their 
own Year 2000 issues, business 
continuity plans should assure a 
timely transition to an alternate 
supplier to provide the required 
products and/or services. Nortel 
Networks also recognizes the 
risks to its business if other key 
suppliers in utilities, communi- 
cations, transportation, banking, 
and government are not ready 
for the Year 2000, and is devel- 
oping business continuity plans 
to minimize the potential 
adverse impacts of these risks. 


Costs associated with the 
Year 2000 issue 


The BCE Group companies 
have used and will continue to 
use both internal and external 
resources to reprogram, or 
replace, and test their software 
for Year 2000 modifications. 
BCE’s share of the BCE Group 
companies’ total costs for the 
various Year 2000 projects are 
estimated at approximately 
$550 million. These costs 
include amounts related to net- 
work elements and new systems 
platforms which will be 
expensed or capitalized in accor- 
dance with BCE’s practices. 
Costs related to the analysis, 
conversion and redeployment of 
compliant programming code 
will be expensed as incurred. 
These costs are being funded 
through operating cash flows 
and are not expected to be mate- 
rial to BCE’s financial position. 
As these cost projections are 
based on management’s best 
estimates, actual results could 
differ materially. Specific factors 
that might cause such material 
differences include, but are not 


limited to, the continued avail- 
ability and cost of personnel 
trained in this area, the ability 
to locate and correct all relevant 
computer codes, the timely 
completion of third party Year 
2000 programs and other factors. 
As of December 31, 1998, the 
BCE Group companies incurred 
$400 million of these costs in 
connection with their various 
Year 2000 programs, of which 
approximately $200 million 
was expensed and the balance © 


capitalized. 


Outlook 


While BCE Inc. believes that the 
BCE Group companies have 
appropriate plans in place, the 
Year 2000 issue is a unique event 
which raises unprecedented chal- 
lenges and risks. BCE Inc. 
presently believes that with mod- 
ifications to existing software and 
conversions to new software, the 
Year 2000 issue can be mitigated. 
However, if such modifications 
and conversions are not complet- 
ed on a timely basis, if any of the 
BCE Group companies’ mission 
critical suppliers fails to deliver 
Year 2000 ready products and 
services, if products or systems of 
other companies which the BCE 
Group companies or their cus- 
tomers utilize or rely on are not 
converted in a timely and effec- 
tive manner, or if there is a failure 
to convert by another company 
or a conversion that is incompati- 
ble with the BCE Group compa- 
nies’ systems, products and 
services, and if the BCE Group 
companies’ contingency plans are 
ineffective, the Year 2000 issue 
could have a material adverse 
effect on the financial condition 
and results of the BCE Group 


companies. 
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CONSOLIDATED STATEMENT OF OPERATIONS 


Notes ($ millions, except per share amounts) 
For the years ended December 31 1998 1997 
Revenues (3) 27,454 34,517 
Operating expenses 21,734 26,989 
Research and development expense 2,232 2,911 
Purchased in-process research and development expense 688 a 
Restructuring and other charges (5) 654 132 
Operating profit 2,146 4,485 
Gain on reduction of ownership in subsidiary and associated companies (6) 4,146 257 
Other income (7) 994 108 
Operating earnings 7,286 4,850 
Interest expense — long-term debt 1,022 Pitt 
— other debt 259 Al 
Total interest expense 1,281 \ NAS 
Earnings before income taxes, non-controlling interest and extraordinary item 6,005 3,618 
Income taxes (8) (1,548) (1522) 
Non-controlling interest 141 (682) 
Net earnings before extraordinary item 4,598 1,414 
Extraordinary item (2) - (2,950) 
Net earnings (loss) 4,598 (1,536) 
Dividends on preferred shares (93) (74) 
Net earnings (loss) applicable to common shares 4,505 (1,610) 
Earnings (loss) per common share 
Net earnings before extraordinary item 7.07 2At 
Extraordinary item = (4.64) 
Net earnings (loss) 7.07 (2:53) 
Dividends per common share 1.36 1.36 
Average number of common shares outstanding (millions) 637.6 636.0 
CONSOLIDATED STATEMENT OF RETAINED EARNINGS 
Notes ($ millions) 
For the years ended December 3. unm Chey ees 1997 
Balance at beginning of year 596 evel 
Net earnings (loss) 4,598 (1,536) 
5,194 1,637 
Deduct: 
Dividends 
Preferred shares 93 74 
Common shares 868 865 
961 939 
Purchase of common shares for cancellation (17) 24 93 
Costs related to issuance and redemption of share capital of 
BCE Inc. and of subsidiaries 2 9 
987 1,041 
Balance at end of year 4,207 596 
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CONSOLIDATED BALANCE SHEET 


Notes ($ millions) 
At Decemberd1, fe - | ge ye eae a era on 1898: ee 1997 
ASSETS 
Current assets 
Cash and short-term investments, at cost (approximates market value) 370 2,249 
Accounts receivable (9) 1,922 8,625 
Inventories (9) 176 2,726 
Other current assets 312 985 
Total current assets 2,780 14,585 
Investments in associated and other companies (11) 9,536 2,929 
Capital assets, net (12) 16,745 133555 
Long-term notes and other receivables 72 553 
Deferred charges (9) 2,159 2,088 
Goodwill 780 1,588 
Total assets 32,072 40,298 
LIABILITIES 
Current liabilities 
Accounts payable and accrued liabilities 3,255 8,955 
Income and other taxes payable 472 372 
Debt due within one year (9) 2,075 2,402 
Total current liabilities 5,802 143729 
Long-term debt (13) 9,260 JsiS5 
Deferred income taxes 639 454 
Other long-term liabilities 1,368 1,540 
Total liabilities 17,069 24,878 
Non-controlling interest (15) 1,358 5,611 
Preferred shares (16) 1,700 1,700 
COMMON SHAREHOLDERS’ EQUITY 
Common shares (17) 6,559 6,316 
Contributed surplus 997 998 
Retained earnings 4,207 596 
Currency translation adjustment 182 199 
Total common shareholders’ equity 11,945 8,109 
Commitments and contingent liabilities (19) 
Total liabilities and shareholders’ equity 32,072 40,298 


On behalf of the Board of Directors: 


eee ee 


Director Director 
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CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 


Cash and short-term investments at end of year 


Notes ($ millions) 
For the years ended December 31 1998 1997 
Cash provided by (used for) operations 
Net earnings (loss) 4,598 (1,536) 
Items not affecting cash 
Extraordinary item (2) = 2,950 
Depreciation and amortization 3,501 3,897 
Purchased in-process research and development expense 688 = 
Restructuring and other charges (5) 518 193 
Gain on reduction of ownership in subsidiary and associated companies (6) (4,146) (257) 
Net gains on disposal of investments (1,339) (227) 
Non-controlling interest (141) 682 
Deferred income taxes 90 132 
Dividends received in excess of equity in net losses of associated companies 444 208 
Other non-cash items (193) (317) 
Operating cash flow 4,020 5,655 
Increase in working capital (422) (860) 
Other items 174 (405) 
Cash flow from operations By Ae 4,390 
Cash provided by (used for) investments 
Capital expenditures (3,774) (3,413) 
Investments (3,499) (1,166) 
Divestitures 2,750 891 
Disposal of capital assets (12) 768 9 
Long-term notes and other receivables (52) 421 
Reduction in cash due to deconsolidation of Northern Telecom Limited (1) (3,007) - 
Other items 63 222 
(6,751) (3,036) 
Dividends declared 
By BCE Inc. 
Preferred shares (93) (74) 
Common shares’ (868) (865) 
By subsidiaries to non-controlling interest (134) (186) 
(1,095) (1,125) 
Cash provided by (used for) financing 
Notes payable and bank advances 2,227 (218) 
Addition to long-term debt 983 1,296 
Reduction of long-term debt (2,174) (1,314) 
Issue of preferred shares e 245 
Issue of common shares 248 124 
Purchase of common shares for cancellation (32) (134) 
Issue of preferred and common shares by subsidiaries to 
non-controlling interest 950 1,060 
Other items (7) 12 
2,195 HOTA. 
Net (decrease) increase in cash and short-term investments (1,879) 1,300 
Cash and short-term investments at beginning of year 2,249 949 
370 2,249 
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notes to consolidated financial statements 
(all tabular amounts are in millions of dollars, except per share amounts and where otherwise noted) 


1. ACCOUNTING POLICIES 


The financial statements have been prepared in accordance with 
Canadian generally accepted accounting principles (GAAP) and all 
amounts are in Canadian dollars unless otherwise indicated. As at 
December 31, 1997, BCE determined that most of its telecommuni- 
cations subsidiary and associated companies no longer met the crite- 
ria necessary for the continued application of regulatory accounting 
provisions as a result of the introduction of price cap regulation and 
the opening of the local exchange market to competition and, as 
such, adjusted the net carrying values of assets and liabilities to 
reflect values appropriate under GAAP for enterprises no longer 
subject to rate-of-return regulation. The adjustment was recorded in 
1997 as an extraordinary item, net of tax (see Note 2). 

With respect to the financial statements of BCE Inc. (the 
Corporation) and its consolidated subsidiaries (collectively BCE), 
the material differences between Canadian and United States 
GAAP are described and reconciled in Note 20. 


Certain comparative figures in the consolidated financial state- 
ments have been reclassified to conform with the current year pre- 
sentation. For 1997, the revenues and operating expenses have been 
restated to conform with the current presentation, mainly related to 
the reclassification of Stentor settlement amounts as an increase in 
both revenues and operating expenses rather than as a net adjust- 
ment to revenues. 


Consolidation 

The financial statements of entities which are controlled by the 
Corporation are consolidated; entities which are jointly controlled by 
the Corporation, referred to as joint ventures, are accounted for 
using the proportionate consolidation method; associated compa- 
nies, which the Corporation has the ability to significantly influence, 
are accounted for using the equity method; investments in other 
companies are accounted for using the cost method. The 
Corporation’s principal subsidiaries are set out below: 


At December 31 


Bell Canada 
BCE Mobile Communications Inc. (BCE Mobile) 
Bell Canada International Inc. (BCI) 


Ownership (%) 
1997 


eee Bets ie meat HN of, 8 16 
100 100 
65.3 65.3 
73.7 73.7 


Following the acquisition of Bay Networks, Inc. (Bay Networks) 
by Northern Telecom Limited (Nortel Networks) (see Note 6) on 
August 31, 1998, BCE’s ownership in Nortel Networks decreased, 
from approximately 51% to 41%, resulting in BCE changing, 
prospectively, its accounting for Nortel Networks from full consoli- 
dation to equity accounting effective September 1, 1998. Accord- 
ingly, BCE’s consolidated balance sheet as at December 31, 1998 
does not include Nortel Networks’ assets and liabilities on a 
line-by-line basis. Furthermore, BCE’s consolidated statement 
of operations includes Nortel Networks’ statement of operations 
on a line-by-line basis up to August 31, 1998 and includes in other 
income BCE’s share of Nortel Networks’ net earnings to common 
since September 1, 1998. 

Intercompany earnings on the sales of telecommunications 
equipment from Nortel Networks to most of BCE’s regulated 
telecommunications subsidiary and associated companies prior to 
1998 (see Note 3) were deemed to be realized and were not elimi- 
nated on consolidation. The sales price of such equipment was rec- 
ognized for rate-setting purposes by the Canadian Radio-television 
and Telecommunications Commission (CRTC) and other regula- 
tors. In conjunction with the discontinued application of regulatory 
accounting provisions, the impact of these intercompany transac- 
tions were eliminated on consolidation beginning January 1, 1998. 
All other significant intercompany transactions have been eliminated 
in the consolidated financial statements. 
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Use of estimates 

The preparation of financial statements in conformity with generally 
accepted accounting principles requires management to make esti- 
mates and assumptions that affect the reported amounts of assets 
and liabilities and disclosure of contingent assets and liabilities at 
the date of the financial statements and the reported amounts of 
revenues and expenses during the reporting period. Actual results 
could differ from those estimates. 


Depreciation and amortization 

Depreciation and amortization of capital assets are generally 
computed using the straight-line method, with rates based on the 
estimated useful lives of the assets. The expected useful lives of 
buildings are 20 to 40 years, machinery and equipment are 3 to 

12 years and licenses are 14 to 20 years. In 1998, the composite 
depreciation rate for plant was approximately 6.9 % (8.1% in 1997). 


Research and development (R&D) 

R&D costs are charged to earnings in the periods in which they are 
incurred, except for costs incurred pursuant to specific contracts with 
third parties, which are charged to earnings in the same period as the 
related revenue is recognized. Related investment tax credits reduce 
R&D expense in the same period in which the related expenditures 
are charged to earnings, provided there is reasonable assurance the 


benefits will be realized. 


1. ACCOUNTING POLICIES (continued) 


Purchased in-process R&D assets 

Purchased in-process R&D assets represent the value of the acquired 
R&D which were not technologically feasible as of the acquisition 
date and have no alternative future use, and are charged to earnings 
using an accelerated amortization method over its estimated 


useful life. 


Inventories 

Inventories are valued at the lower of cost (calculated generally on a 
first-in, first-out basis) and net realizable value. The cost of finished 
goods and work in process inventories is comprised of material, 
labour and manufacturing overhead. 


Translation of foreign currencies 
Self-sustaining foreign operations, which comprise most of BCE’s 
foreign subsidiaries and associated companies, are those whose eco- 
nomic activities are largely independent of those of the parent com- 
pany. Assets and liabilities are translated at exchange rates in effect 
at the balance sheet date. Revenues and expenses are translated at 
average exchange rates prevailing during the year. Resulting unreal- 
ized gains or losses, net of related hedging activities, are accumulated 
in and reported as currency translation adjustment in shareholders’ 
equity. On reduction of such investments or on the payment of divi- 
dends by a self-sustaining foreign operation, an appropriate portion 
of the currency translation adjustment is recognized in earnings. 
Integrated foreign subsidiaries are financially or operationally 
dependent on the parent company. Monetary assets and liabilities 
are translated at the exchange rates in effect at the balance sheet 
date. Non-monetary assets and liabilities are translated at historical 
rates. Revenues and expenses are translated at average rates for the 
period. Translation exchange gains or losses of integrated foreign 
subsidiaries and those foreign subsidiaries operating in hyperinfla- 
tionary economic environments are reflected in earnings. 
Unrealized translation gains and losses on assets and liabilities 
denominated in foreign currencies are reflected in earnings for the 
year, except for gains and losses on long-term monetary assets and 
liabilities, such as long-term debt, which are reported as deferred 
charges or other long-term liabilities and amortized to earnings on 
a straight-line basis over the remaining lives of the related items. 


Derivative financial instruments 

BCE uses a combination of derivative financial instruments to 
manage its interest and foreign exchange risk exposures. BCE does 
not actively trade derivative financial instruments. 

Gains and losses on forward contracts and cross currency swaps 
used to hedge foreign investments are deferred and reported as part 
of the currency translation adjustment in shareholders’ equity. Gains 
and losses on forward contracts and cross currency swaps used to 
manage exposure to foreign exchange rates are recognized on the 
same basis as the gains and losses on the hedged item. Amounts 
receivable or payable under interest rate swaps are accrued and 
recorded as adjustments to interest expense. Gains and losses related 
to hedges of anticipated transactions are recognized in earnings or 


recorded as adjustments of carrying values when the hedged 
transaction occurs. Any premiums paid with respect to financial 
instrument contracts are deferred and expensed to earnings over 
the contract period. 


Goodwill 

Goodwill represents the excess, at the dates of acquisition, of the 
cost of investments over the fair value of the net assets acquired and 
is amortized on a straight-line basis, over its estimated useful life, up 
to a period of 20 years. The carrying value of goodwill is evaluated 
for potential permanent impairment on an ongoing basis. In order to 
determine whether permanent impairment exists, BCE’s manage- 
ment considers each business unit’s financial condition, as well as 
expected pre-tax earnings, cash flows or market-related values. Any 
permanent impairment in the value of goodwill is written off against 
earnings in the year the impairment is recognized. Total goodwill 
amortization charged to operations, including that in equity in net 
losses of associated companies, amounted to $126 million in 1998 


and $109 million in 1997. 


Postemployment benefits 

The Corporation and most of its subsidiaries provide various disabil- 
ity plans, workers’ compensation and medical benefits to former or 
inactive employees, their beneficiaries and covered dependents, after 
employment but before retirement, under specified circumstances. 
The cost of providing these benefits is charged to earnings in the 
period in which they are paid. 


Postretirement benefits 

The Corporation and most of its subsidiaries provide pension and 
certain health care and life insurance benefits for employees on 
retirement. The accounting for pension costs is outlined in Note 18. 
The cost of the other benefits is generally charged to earnings in the 
period in which they are paid. 


Income taxes 

As a result of the discontinued application of regulatory accounting 
provisions, most of BCE’s telecommunications subsidiaries, which 
previously used the modified liability method of accounting for 
income taxes, adopted the deferral method and adjusted their deferred 
income tax balance as at December 31, 1997. The adjustment was 
reflected in the extraordinary item (see Note 2). Under the modified 
liability method of accounting for income taxes, deferred income 
tax balances were adjusted to reflect changes to income tax rates. 
The resulting adjustments were taken into earnings in the year in 
which the changes occurred. 

The Corporation and its other subsidiaries also use the deferral 
method of accounting for income taxes. The deferred income tax 
balances reported on the consolidated balance sheet result from 
timing differences in the recognition of income and expense for 
financial statement and income tax purposes. 
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2. EXTRAORDINARY ITEM 


As at December 31, 1997, BCE determined that most of its 
telecommunications subsidiary and associated companies no longer 
met the criteria necessary for the continued application of regulatory 
accounting provisions. As a result, BCE recorded an extraordinary 
non-cash charge of $2,950 million, net of an income tax benefit of 
$1,892 million and a non-controlling interest of $38 million. Also 
included in the extraordinary item was an after-tax charge of 

$97 million representing BCE’s share of the related extraordinary 
item of its associated companies. 

The operations of most of BCE’s telecommunications subsidiary 
and associated companies no longer met the criteria for application 
of regulatory accounting provisions due to significant changes in 
regulation including the implementation of price cap regulation 
which replaced rate-of-return regulation effective January 1, 1998 
and the concurrent introduction of competition in the local 
exchange market. Accordingly, BCE adjusted the net carrying values 
of assets and liabilities as at December 31, 1997 to reflect values 
appropriate under GAAP for enterprises no longer subject to rate- 
of-return regulation. 

Before the advent of price cap regulation and the introduction of 
competition in the local exchange market, accounting practices were 
based on a regulatory regime which provided reasonable assurance of 
the recovery of costs through rates set by the regulator and charged 
to customers. These regulatory accounting provisions resulted in the 


3. SEGMENTED INFORMATION 


In 1998, the Corporation adopted Canadian Institute of Chartered 
Accountants Section 1701, Segment Disclosures, which modifies the 
definition of a reportable segment. Under this new section, segments 
correspond to the Corporation's internal organization structure 
rather than the industry and geographic areas of operations. The 
Corporation evaluates each segment’s performance based on its con- 
tribution to consolidated net earnings. 

BCE operates the following business segments which have been 
segregated based on products and services and/or geographic area 
reflecting the way that management organizes the segments within the 
business for making operating decisions and assessing performance: 


CANADIAN TELECOMMUNICATIONS — is comprised of Bell Canada, 
BCE Mobile and an All other category which is an aggregation 

of BCE’s remaining Canadian Telecommunications interests. This 
segment provides a full range of domestic and international telecom- 
munications services to Canadian customers as well as information 
technology services; 
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recognition of certain assets and liabilities along with capital asset 
lives which were substantially different from enterprises not subject 
to rate-of-return regulation. The extraordinary charge consisted of a 
pre-tax charge of $3,602 million related to capital assets and a pre- 
tax charge of $1,181 million to adjust the carrying values of other 
assets and liabilities to arrive at carrying values appropriate for enter- 
prises not subject to rate-of-return regulation. The amount of the 
charge related to capital assets was determined based upon an esti- 
mate of the underlying cash flows using management’s best estimate 
assumptions concerning the most likely course of action and other 
factors relating to competition, technological changes and the evolu- 
tion of products and services. The net carrying values of capital 
assets were adjusted primarily through an increase in accumulated 
depreciation. The primary component of the $1,181 million charge 
related to the write-off of deferred business transformation and 
workforce reduction costs. Prior to the discontinued application of 
regulatory accounting provisions, the deferred business transforma- 
tion costs, which include workforce reduction and process optimiza- 
tion costs incurred as part of the business transformation program, 
and deferred workforce reduction costs, which include costs relating 
to workforce reduction programs implemented prior to the imple- 
mentation of the business transformation program, were amortized 
to earnings over 5 years. 


Norte Networks — provides products which are used by telecom- 
munications operating companies to interconnect access lines and 
transmission facilities to provide local or long distance services, 
products to address wireless communications and products which 
transport voice, data, image and video communications between 
locations within a city or between cities, countries or continents. 

In addition, Nortel Networks provides products that are primarily 
private digital switching systems, usually located on the customer’s 
premises, which permit voice, data, or multimedia terminals to 
communicate with each other, with or without the use of wide-area 
public telephone networks; and 


INTERNATIONAL TELECOMMUNICATIONS ~ is comprised of BCI and 
BCE’s other international telecommunications interests, primarily in 
Cable & Wireless Communications plc in the U.K. (which was sold 
in 1998) and in Jones Intercable, Inc. in the U.S. BCI owns, develops 
and operates telecommunications systems outside Canada, primarily 
in Latin America and the Asia Pacific region, with a focus on the 
wireless sector. 


3. SEGMENTED INFORMATION (continued) 


BUSINESS SEGMENTS 


Canadian Telecommunications 


International 


Telecommunications 


So aRA GMI oa Soba ti deseo ATR TED at Ae ORES oe IE ER a EN Lt Nortel dei 1 le paRe GaN CSO « iis 
NE er enter At cetera dee Cee: nue PCE Mobile. Mehran NOTRE ie diy Cel ee pee 
1998 
Total revenues 10,561 1,294 1,332 26,270 772 71 
Interest income 2 4 11 179 23 z 
Interest expense 557 48 87 347 203 = 
Depreciation of capital assets and 
amortization of goodwill 2,210 245 273 1,076 118 2 
Amortization of in-process R&D 
and acquired technology - ~ - 2,216 - - 
Equity in net earnings (losses) of 
associated companies - (4) 27 (28) (28) (5) 
Income tax expense 781 13 16 902 7 392 
Net earnings (loss) (ii) 799 (1) 347 3,227 (48) 519 
Other significant non-cash items: 
— Gain on reduction of ownership in 
subsidiary and associated companies = = 315 3,696 135 = 
— Restructuring and other charges 471 - _ 47 - - 
1997 
Total revenues 10,490 15253 784 21,466 418 74 
Interest income (4) 2 5 127 18 5 
Interest expense - 602 42 76 238 80 2 
Depreciation of capital assets and 
amortization of goodwill 2,350 199 208 688 45 5 
Equity in net earnings (losses) of 
associated companies - (1) (12) 20 (30) (96) 
Income tax expense 795. 51 28 615 8 109 
Net earnings (loss) (ii) 852 45 21 581 (56) 119 
Extraordinary item (725) - (225) = a = 
RECONCILIATIONS 
1998 1997 
Revenues 
Total revenues for reportable segments 40,300 34,485 
Corporate 31 32 
Elimination of inter-segment revenues (iii) (1,360) ot 
Nortel Networks adjustment (i) (11,517) x 
Total consolidated revenues 27,454 34,517 
Net earnings (loss) before extraordinary item 
Total net earnings for reportable segments 4,843 1,562 
Corporate (146) (148) 
Elimination of inter-segment earnings (iii) (99) a 
4,598 1,414 


Total consolidated net earnings before extraordinary item 


(i) Beginning September 1, 1998, Nortel Networks was no longer consolidated by BCE (see Note 1) and was recorded using the equity method. falc 
reporting purposes, the statement of operations amounts represent Nortel Networks on a line-by-line basis for the 12 months of 1998. To reconcile to t e 
consolidated financial statements, Nortel Networks’ statement of operations amounts for the last four months must be excluded as BCE no longer consolidates 


Nortel Networks line-by-line but instead only records its share of Nortel Networks’ earnings (loss). 
(ii) Represents each segment’s contribution to BCE’s net earnings before extraordinary item. 


(iii) Prior to January 1, 1998, telecommunications equipment sales from Nortel Networks to most of B 
companies were deemed to be realized and were not eliminated on consolidation. The sales price 0 


the CRTC (the amount of sales for 1997 was $1,535 million). 


CE’s regulated telecommunications subsidiary and associated 
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3. SEGMENTED INFORMATION (continued) 


GEOGRAPHIC INFORMATION (iv) (vy) 


Revenues from 


Revenues from 


Canada 
United States 
Other countries 


Total 


external Capital assets external Capital assets 
customers & goodwill customers & goodwill 
13,482 15,449 15,073 16,308 
8,110 72 12,685 893 
5,862 2,004 6,759 2,942 
27,454 17,525 34,517 20,143 


(iv) The point of origin (the location of the selling organization) of revenues and the location of capital assets and goodwill determine the geographic areas. 


REVENUES BY PRODUCTS AND SERVICES (VY) 


Local & access services 

Long distance & networks services 
Public carrier networks 

Broadband networks 

Wireless networks 

Enterprise networks 

Wireless voice services 


Other 


1998 1997 
5,386 4,958 
4,189 4,529 
3,566 5,633 
3,613 4,690 
3,278 4,801 
3,440 5,383 
1,645 1,279 
2,337 3,244 

27,454 34,517 


(v) Revenues from external customers include Nortel Networks’ revenues for 8 months in 1998 compared with 12 months in 1997 (see Note 1). 


The accounting policies of the segments are the same as those 


described in Note 1 — Accounting Policies except as noted 
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in (i) on the previous page. Inter-segment sales are made on arm’s 
length terms. 


4. BUSINESS ACQUISITIONS 


BROADBAND NETWORKS INC. (BNI) 

On January 9, 1998, Nortel Networks acquired all the issued and 
outstanding common shares of BNI, a company engaged in the 
design and manufacture of fixed broadband wireless communications 
networks. The aggregate purchase price was approximately 

US $433 million, comprising approximately US $149 million in 
cash and approximately 5.6 million of Nortel Networks’ common 
shares. The acquisition was accounted for using the purchase 
method. The allocation of the purchase price was to net tangible 
assets for US $29 million, purchased in-process R&D assets for 
US $329 million and goodwill for US $75 million. The purchased 
in-process R&D assets were charged to earnings over a nine 
month period using an accelerated amortization method. Goodwill 
is being amortized on a straight-line basis over 5 years. 


APTIS COMMUNICATIONS, INC. (APTIS) 

On April 22, 1998, Nortel Networks acquired Aptis, a remote-access 
data networking start-up company. The aggregate purchase price 
was approximately US $286 million. At closing, Nortel Networks 
issued approximately 2.5 million common shares and paid approxi- 
mately US $5 million in cash to the Aptis security holders. The acqui- 
sition was accounted for using the purchase method. The allocation 
of the purchase price was to net tangible assets for US $8 million, 
purchased in-process R&D assets for US $203 million and goodwill 
for US $75 million. The purchased in-process R&D assets were 
charged to earnings over a nine month period using an accelerated 
amortization method. Goodwill is being amortized on a straight- 
line basis over 5 years. 


OCCIDENTE Y CARIBE CELULAR S.A. (OCCEL) 

On March 31, 1998, BCI acquired a 68.4% interest in OCCEL. 
The aggregate purchase price was approximately $445 million. The 
acquisition was accounted for using the purchase method. The allo- 
cation of the purchase price was to tangible assets for $177 million, 
licenses for $511 million, tangible liabilities for $381 million and 
goodwill for $138 million. Goodwill resulting from the acquisition 
is being amortized on a straight-line basis over 16 years. 


HANSOL PCS Co. LTD. (HANSOL) 

During 1998, BCI acquired an 18.2% interest in Hansol. The aggre- 
gate purchase price was approximately $179 million. The acquisition 
was accounted for using the purchase method. The allocation of the 
purchase price was to tangible assets for $365 million, licenses for 
$23 million, tangible liabilities for $267 million and goodwill for 
$58 million. Goodwill resulting from the acquisition is being 
amortized on a straight-line basis over 20 years. 


TELESAT CANADA (TELESAT) 

On May 5, 1998, BCE increased its ownership interest in Telesat, a 
leader in satellite communications and systems management, from 
58.7% to 100%. The aggregate purchase price was approximately 


$158 million. The acquisition was accounted for using the purchase 
method. The allocation of the purchase price was to tangible assets 
for $296 million, tangible liabilities for $228 million and goodwill 
for $90 million. Goodwill resulting from the acquisition is being 
amortized on a straight-line basis over 20 years. 


CGI Group INC. (CGI) 

On January 5, 1998, BCE increased its equity interest in CGI, an 
information technology services company, from 24% to 34% by acquir- 
ing 12 million (on a post-split basis) Class A Subordinate Shares of 
CGI for $138 million. 

In addition, on July 1, 1998, BCE Inc. entered into an agreement 
with CGI’s three largest individual shareholders (the “Shareholders”) 
providing for certain put and call options, as well as rights of first 
refusal, on the shares of CGI held by the Shareholders. The agree- 
ment gives the Shareholders the right to gradually sell (put options) 
their shares to BCE Inc. through January 5, 2004 and, thereafter for 
a period of two years, the right to BCE Inc. to buy (call options) 
these shares to the extent not already acquired by BCE Inc. The 
price per share payable on any exercise of the put or call options will 
be, in all cases, 115% of the market price for CGI shares on the exer- 
cise date payable in common shares of BCE Inc. These options, if 
fully exercised, will increase BCE’s equity ownership and voting 
interest in CGI to approximately 55%. 

As part of this agreement, Bell Canada transferred its system 
development and maintenance operations (both domestic and inter- 
national) in exchange for CGI shares therefore increasing BCE’s 
ownership interest in CGI to 42%. In addition, under the terms of a 
ten-year outsourcing agreement, which became effective July 1, 
1998, a wholly-owned subsidiary of CGI is the preferred provider of 
Bell Canada’s required information systems and information tech- 
nology services. Bell Canada’s minimum commitment between 
January 1, 1999 and June 30, 2001 is approximately $750 million. 
Beyond this period the amount of these expenditures will depend 
upon Bell Canada’s business strategies and directions and the associ- 
ated information systems and information technology requirements. 

At December 31, 1998, BCE had acquired additional CGI 
shares resulting from the exercise, in part, of the above described 
put options in exchange for approximately 0.9 million BCE Inc. 
shares having a value of $54 million (at December 31, 1998, 
11,821,955 BCE Inc. common shares were reserved for future 
purchases of CGI shares). BCE’s equity ownership in CGI was 
43% at December 31, 1998. 

Effective July 1, 1998, BCE’s interest in CGI has been accounted 
for under the proportionate consolidation method. As a result of the 
purchase of CGI shares through a series of transactions, BCE’s pur- 
chase price in excess of the fair value of the net assets acquired at 
each step amounted to $145 million and is being amortized on a 


straight-line basis over 20 years. 
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5. RESTRUCTURING AND OTHER CHARGES 


In 1998, BCE recorded pre-tax charges in the aggregate of $654 mil- 
lion representing restructuring and other charges of $102 million 
and $552 million, respectively. The restructuring charges relate to 
plans for rationalization of real estate and the integration of business 
units. Included in the charges are costs relating to lease terminations 


and associated costs and employee severance. Other charges include 
a provision for the costs of implementing local service competition 
and providing local number portability to the extent such costs are 
estimated not to be recoverable. Also included are costs relating to 
the write-down of certain assets and other provisions. 


6. GAIN ON REDUCTION OF OWNERSHIP IN SUBSIDIARY AND ASSOCIATED COMPANIES 


Nortel Networks (a) 

Entrust Technologies Inc. (Entrust) (a) 
Teleglobe Inc. (Teleglobe) (b) 
Comunicacién Celular S.A. (COMCEL) (c) 
BCI (d) 


1998 L997, 
3,613 = 
83 = 
315 = 
135 = 
- 257 
4,146 2h 


(a) In 1998, BCE recognized a gain of $3,613 million on the reduc- 
tion of its ownership, from approximately 51% to 41%, following 
Nortel Networks’ acquisition of Bay Networks for an aggregate 
purchase price of approximately US $6.9 billion. At closing, 
Nortel Networks issued approximately 135 million common 
shares and assumed 39.4 million options to purchase Bay 
Networks common stock, which were equivalent to 23.6 million 
options to purchase common shares of Nortel Networks. 

The allocation of the purchase price was to tangible assets for 
US $1.9 billion, assumed liabilities for US $500 million, acquired 
technology assets for US $2.1 billion, purchased in-process 
R&D assets for US $1 billion and goodwill for US $2.4 billion. 
The acquired technology assets are being charged to earnings on 
a straight-line basis over thirty six months and the purchased 
in-process R&D assets are being charged to earnings over a 

nine month period using an accelerated amortization method. 
Goodwill is being amortized on a straight-line basis over 

five years. 
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In 1998, Nortel Networks recognized a total gain of $83 mil- 
lion on the reduction of its ownership in Entrust, from 72.9% 
to 58.8%, following Entrust’s issuance of common shares to 
acquire r° Security Engineering AG and-through its initial 
public offering. 

(b)In 1998, BCE recognized a gain of $315 million on the reduction 
of its ownership in Teleglobe, from approximately 25% to 20%, 
following Teleglobe’s acquisition of Excel Communications, Inc. 
(Excel) for an aggregate purchase price of approximately $5.2 bil- 
lion, satisfied through the issuance of common shares, of which 
approximately $4.0 billion was allocated to goodwill. 

(c) In 1998, BCI recognized gains of $135 million on the transfer to 
COMCEL of its 68.4% interest in OCCEL and on the reduc- 
tion of its ownership in COMCEL from 51.1% to 49.9% follow- 
ing American International Group Inc.’s investment in 
COMCEL. 

(d)In 1997, BCE recognized a gain of $257 million on the reduction 
of its ownership, from 100% to 73.7%, in BCI, as a result of 
BCI’s initial public offering. 


7. OTHER INCOME 


Gain on disposal of investments 
Cable & Wireless Communications ple (CWC) (a) 
Bell Emergis’ Electronic Business Solutions (EBS) unit (b) 
Nortel Networks — net (c) 
Mercury Communications Limited (d) 
Equity in net losses of associated companies 
Interest income 


Other 


PR a er ccare sh nsiverc Ne anes eo eo RroeR MEA, hare 178 od 1997 
1,075 = 

74 _ 

191 142 

= 51 

(333) (120) 

141 151 

(154) (116) 

994 108 


(a) In June 1998, BCE recorded a gain of $1,075 million on the sale 
of its 14.2% interest in CWC for net cash proceeds of 
$2,289 million. 

(b) Effective August 31, 1998, Bell Canada acquired a 65% control- 
ling interest in MPACT Immedia Corporation (renamed BCE 
Emergis Inc. (BCE Emergis) on January 21, 1999) in exchange 
for the EBS unit of Bell Emergis and a cash investment of 
$68 million. The exchange of the EBS unit resulted in Bell 


Canada recording a gain of $74 million. 


8. INCOME TAXES 


(c) In the first eight months of 1998, Nortel Networks recorded net 
gains of $191 million on the sale of various businesses and other 
investments for net proceeds of $234 million. 

In 1997, Nortel Networks recorded a gain of $142 million 
related to the disposition of its interest in TTS Meridian Systems 
Inc. and Nortel Communications Systems Inc. distribution chan- 
nels to WilTel Communications, LLC (WilTel) for net cash pro- 
ceeds of $299 million and a 30% interest in WilTel. 

(d)In January 1997, BCE recorded a gain of $51 million on the sale 
of a 5.17% interest in Mercury Communications Limited. 


A reconciliation of income taxes at Canadian statutory rates with the reported income taxes follows: 


1998 1997 
Earnings before income taxes, non-controlling interest and extraordinary item 6,005 3,618 
Statutory income tax rates in Canada 42.4% 42.3% 
Income taxes at Canadian statutory rates 2,546 1,530 
Gain on reduction of ownership in subsidiary and associated companies (1,729) (22) 
Purchased in-process research and development expense 292 = 
Losses not tax effected 168 a 
Equity in net losses of associated companies 141 or 
Gain on disposal of investments 95 (53) 
Difference between Canadian statutory rates 
and those applicable to foreign subsidiaries (30) (73) 
Large corporations tax 8 30 
Other 57 (32) 
Total income taxes 1,548 1,522 
Details of income taxes: 
1998 1997 
Income taxes 
Current 1,471 1,440 
Deferred 77 82 
1,548 1,522 
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9. SUPPLEMENTARY BALANCE SHEET INFORMATION 


AieDecemberS1 UCP «uc ae ere ke ee a a eee ee eee eee ee 1098 mek 
Accounts receivable 
Trade receivables (a) 2,029 9,027 
Provision for uncollectibles (107) (402) 
1,922 (b) 8,625 
Inventories 
Raw materials - 778 
Work in process 17 462 
Finished goods 159 1,486 
176 (b) 2,726 
Deferred charges (c) 
Deferred pension asset (see Note 18) 1,364 1,363 
Unrealized foreign currency losses, net of amortization 173 141 
Debt issue expenses, net of amortization 98 86 
Amounts receivable under cross currency contracts 136 71 
Other 388 427 
2,159 2,088 
Debt due within one year 
Bank advances 728 146 
Notes payable 258 627 
Long-term debt due within one year 1,089 1,629 
2,075 2,402 
(a) Under an agreement effective October 14, 1997, Bell Canada (b) Following Nortel Networks’ acquisition of Bay Networks (see 
sold accounts receivable for aggregate cash proceeds of Note 6), BCE changed, prospectively, its accounting for Nortel 
$650 million. Pursuant to the agreement, the purchaser will Networks from full consolidation to equity accounting effective 
use the funds from collections to purchase further receivables September 1, 1998. 
from Bell Canada until expiration of the agreement on (c) Amortization of deferred charges amounted to $203 million in 
October 6, 2002. 1998 and $460 million in 1997. 


10. INTERESTS IN JOINT VENTURES 


BCE’s proportionate share of interests in joint ventures are included A substantial portion of the amounts proportionately consol- 

in the consolidated financial statements and are summarized in the idated relate to BCE’s interest in CGI (see Note 4), BCI’s interests 

table below. in Americel S.A., Hansol PCS Co. Ltd. and Telet S.A. and Nortel 
Networks’ interest in various joint ventures up to August 31, 1998 
(see Note 1). 

AUR eip)avevs tavwW,we}eletsiels <,phaiainrore’wotjalalsvs lcelajevela tein aia L'efeterea Telefe atabsta oysters cba ave fer otevevatetepe ster abet shea tererc eeerateestehatc acta chara 1998 1997 

Balance sheet 

Total assets 1,414 1,861 

Total liabilities 642 942 


Statement of operations 


Revenues 1,239 1257 

Net loss (46) (38) 
Statement of changes in financial position 

Cash provided by operations 16 94 

Cash used for investments (306) (236) 
Cash provided by financing 120 100 
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11. INVESTMENTS IN ASSOCIATED AND OTHER COMPANIES 


(Investments accounted for using the equity method, except where otherwise noted) 


SELES SS Sy SSE ee eee en eaten een igs 1997 1998 1997 
emadiandelecommunications. ..... i... ASSES 
Teleglobe (a) 20.0 23.3 1,308 279 
Maritime Telegraph and Telephone Company, Limited (b) 34.4 34.8 132 122 
Bruncor Inc. 44.8 44.9 158 147 
Telesat (c) 100.0 58.7 _ 92 
Other 162 88 
Investments, at cost 106 108 
Nortel Networks (d) 40.7 Ly of 7,081 - 
Investments of Nortel Networks in associated companies - 139 
Investments of Nortel Networks in other companies, at cost - 233 
International Telecommunications 
Cable & Wireless Communications plc (see Note 7) - 14.2 — 1,138 
Jones Intercable, Inc. (Jones), at cost in 1998 (e) — 31.4 454 443 
Other 19 32 
Investments, at cost 47 35 
Corporate 
Investments, at cost 69 53 
Total investments in associated and other companies (f) 9,536 2929 


(a) Teleglobe 
On November 10, 1998, Teleglobe acquired Excel (see Note 6). In 
connection with the closing of the transaction, BCE exercised an 
existing option and acquired approximately 5.4 million Teleglobe 
common shares for an aggregate purchase price of approximately 
$218 million. In addition, in 1998 BCE purchased, on the open 
market, common shares of Teleglobe and Excel for an aggregate 
purchase price of $518 million. 

(b) Maritime Telegraph and Telephone Company, 
Limited (MT&T) 
BCE’s 34.4% (34.8% in 1997) interest represents 10,254,058 
common shares in 1998 and 1997. A Nova Scotia statute pro- 
vides that no more than 1,000 shares of MT&T may be voted by 
any one shareholder. 


(c) Telesat 
At December 31, 1998, BCE’s ownership interest was 100% 
(see Note 4) and as a result, Telesat is consolidated. 

(d) Nortel Networks 
Following Nortel Networks’ acquisition of Bay Networks (see 
Note 6) on August 31, 1998, BCE’s ownership in Nortel 
Networks decreased, from approximately 51% to 41%, resulting 
in BCE changing its accounting for Nortel Networks from full 
consolidation to equity accounting, prospectively, effective 
September 1, 1998. 

Summarized financial information as reported by Nortel 

Networks for the years ended December 31, 1998 and 1997, 
respectively is as follows: 


Nortel Networks (summarized financial information) 


Statement of operations 

Revenues 

Gross profit 

Amortization of intangibles 

Net earnings (loss) applicable to common shares 
Balance sheet 

Current assets 

Total assets 

Current liabilities 

Long-term liabilities and non-controlling interest 
Shareholders’ equity 

Total liabilities and shareholders’ equity 


(US $ millions) 

1998 1997 
7A S7S 15,449 
7,525 6,338 
1,709 48 
(569) 812 
10,317 8,547 
19,732 12,554 
5,893 4,883 
2,274 2201 
11,565 5,410 
19,732 12,554 
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(d) Nortel Networks (continued) 


Nortel Networks’ Contingencies 

On October 14, 1998, a class action complaint was filed in the 
United States District Court for the Southern District of New 
York, purportedly on behalf of certain former Bay Networks 
securities holders, alleging that the proxy statement/prospectus 
and registration statement in connection with the Bay Networks 
merger (the Bay Networks Proxy Statement) as well as certain 
public statements made by Nortel Networks and certain named 
officers violated applicable securities laws by containing material- 
ly false and misleading statements and omissions concerning 
Nortel Networks’ financial condition. Two additional class action 
complaints were filed in the same court on November 16, 1998 
and December 11, 1998 alleging substantially similar claims. 
The court granted the plaintiffs’ motion to consolidate all three 
actions on February 1, 1999. 

In June 1998, four class action complaints were filed in the 
Delaware Court of Chancery, New Castle County, purportedly 
on behalf of all common shareholders of Bay Networks, alleging 
that the Bay Networks directors breached fiduciary duties owed 
to the Bay Networks shareholders and that Nortel Networks 
aided and abetted the alleged breaches of fiduciary duty. On 
July 23, 1998, Bay Networks, Nortel Networks, and counsel for 
the plaintiff class entered into an agreement in principle (the 
Settlement Agreement) under which the actions will be dis- 
missed (subject to confirmation by the parties and the approval 
of the court) and which provided that additional disclosures be 
made in the final Bay Networks Proxy Statement and that coun- 
sel for the plaintiff class may apply to the court for an award of 
legal fees up to US $450 thousand and expenses up to 
US $25 thousand. Nortel Networks has provided for these 
amounts. On August 26, 1998, a class action complaint was filed 
in the same court purportedly on behalf of all Bay Networks 
common shareholders, alleging that the Bay Networks Proxy 
Statement was materially misleading by failing to disclose pend- 
ing litigation by Bay Networks against six former employees. 
This action may also be dismissed if the court approves the 
Settlement Agreement. 
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11. INVESTMENTS IN ASSOCIATED AND OTHER COMPANIES (continued) 


On April 18, 1997, a lawsuit was filed in the California 
Superior Court, County of Santa Clara, purportedly on behalf 
of a class of shareholders who acquired Bay Networks common 
shares pursuant to the registration statement and prospectus that 
became effective on November 15, 1995. On March 4, 1997, 
Bay Networks announced that shareholders had filed two sepa- 
rate lawsuits in the United States District Court for the Northern 
District of California and the California Superior Court, County 
of Santa Clara against Bay Networks and ten of Bay Networks’ 
current and former officers and directors, purportedly on behalf 
of a class of shareholders who purchased Bay Networks common 
shares during the period of May 1, 1995 through October 14, 
1996. The two actions in the California Superior Court, County 
of Santa Clara, were consolidated in April 1998. 

In June 1993, certain holders of Nortel Networks’ securities 
commenced a class action in the United States District Court for 
the Southern District of New York alleging that Nortel Networks 
and certain of its officers violated the Securities Exchange Act 
of 1934 and common law by making material misstatements of, 
or omitting to state, material facts relating to the business opera- 
tions and prospects and financial condition of Nortel Networks. 

Nortel Networks is also a defendant in various other suits, 
claims and investigations which arise in the normal course 
of business. 

Except where noted above, Nortel Networks is unable to 
ascertain the ultimate aggregate amount of monetary liability or 
financial impact of these matters and therefore cannot determine 
whether these actions will, individually or collectively, have a 
material adverse impact on its consolidated financial position or 
results of operations. Unless otherwise noted, Nortel Networks 
and any named directors and officers intend to vigorously defend 
these actions. 


(e) Jones 


On May 25, 1998, BCE agreed to sell to Comcast Corporation its 
investment in Jones and a control option to acquire approximately 
2.9 million shares of common stock of Jones currently held by 
Mr. Glenn R. Jones. As a result of certain conditions in the agree- 
ment, BCE no longer exercises significant influence and, as such, 
effective May 25, 1998, has been accounting for its investment in 
Jones using the cost method. The purchase price is expected to be 
finalized in 1999. 


(f) The goodwill implicit in investments in associated companies 


amounted to $229 million at December 31, 1998 ($799 million 
in 1997), 


12. CAPITAL ASSETS, NET 


At December 31 


Machinery and equipment 
Buildings 

Plant under construction 
Licenses 

Land 

Other 


ataietireTugsare ties aie iplaiet systole. cnc. s's eberclaty nie ninsaist PA infarsistare tate 1998 1997 
i as et aag Te eine ae peer oes 

book book 

SR tee ces Ee SI ne eae SR CoStar FC) U value 
25,558 10,160 25,414 10,422 

6,238 2,900 10,421 4,136 

2,274 1,281 4,443 2,736 

1,215 1,215 461 461 

1,084 952 515 443 

86 86 251 251 

231 151 111 106 

36,686 16,745 41,616 18,555 


Depreciation and amortization of capital assets for 1998 amounted 
to $3,220 million ($3,418 million in 1997). 

Prior to the discontinued application of regulatory accounting 
provisions, depreciation rates used by most of BCE’s telecommuni- 
cations subsidiary and associated companies, including Bell Canada, 
were reviewed and approved by the CRTC as part of the rate-setting 
process. Effective January 1, 1997, Bell Canada, in anticipation of 
obtaining CRTC approval with respect to asset lives to be used for 
1997, used shorter asset lives than those used in 1996. The CRTC 
subsequently ordered that for purposes of calculating the contribu- 
tion rates in 1997, Bell Canada use asset lives approved for use in 


1996. Bell Canada did not adjust its 1997 depreciation expense to 
reflect the CRTC approved asset lives. As a result, BCE’s 1997 
depreciation expense was approximately $335 million higher than 
the expense which would have resulted from the use of CRTC 
approved asset lives for 1997. The 1998 depreciation rates reflect the 
impact of changes in market and technological conditions on the 
estimated useful lives of assets. 

In the first quarter of 1998, Bell Canada sold commercial proper- 
ties to TrizecHahn Corporation. The net proceeds from the sale 
were $753 million. 
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13. LONG-TERM DEBT 


ALDecember 3d. yma. - waiiinataa Memeo a el en nner 1998 ee sels 
BCE Inc. 
8.375% Series 9 Notes (£125 million) due 1998 - 293, 
7.125% Series 10 Notes due 1998 - 300 
8.75% Series 11 Notes due 1999 200 200 
7.813% Series 12 Notes (£50 million) due 1999, swapped to Canadian dollar 
principal and interest of 8.82% 127 1 ey 
9.95% Series 13 Notes due 2000 173 173 
5.55% Medium term notes due 2001 150 = 
8.95% Series 8 Notes due 2002 300 300 
LIBOR plus 0.225% term credit facility (US $400 million) due 2002, swapped 
to Canadian dollar principal and interest with fixed rate of 7.722% to 2000 612 572 
6.2% Series 14 Notes due 2007 300 300 
Total — BCE Inc. 1,862 2,255 
Weighted average 
rate of interest 
At December 31 % 1998 1997 
Bell Canada 
Debentures and notes (a) 
Due 1998 8.61 - 475 
1999 9.60 600 600 
2000 9.28 538 5a9 
2001 7.25 150 150 
2002 7.58 300 300 
2003 6.62 534 618 
2004 — 2013 O77 1,862 Ls22 
2014 — 2054 9.64 1,225 1;225 
Subordinated debentures 
Due 2026 — 2031 8.21 275 275 
Other — 64 57 
Total — Bell Canada 5,548 6,041 


(a) Debentures and notes include US $400 million maturing in 2006 
and 2010; 300 million Swiss francs, due 2003, and Canadian 
$180 million, due 1999, swapped into U.S. dollar obligations as to 
principal and interest obligations; and 150 million German 


marks, due 2000, swapped into Canadian dollar obligations as to 
principal and interest obligations. In addition, $750 million of 
long-term debt includes call options permitting early repayment 
of the principal amounts upon payment of certain premiums. 


Se Soilless ieee ie 
BCE Mobile 
8.3% Series D senior unsecured debentures due 1998 = 100 
6.55% Series 1 senior unsecured notes (US $150 million) due 2000, 
swapped to Canadian dollar principal and interest of 7.99% 230 216 
7.3% Series E senior unsecured debentures due 2007 150 150 
6.55% Series F senior unsecured debentures due 2008 150 150 
Other 14 Dili 
Total - BCE Mobile 544 637 
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13. LONG-TERM DEBT (continued) 


At December 31 


i ent a isco ios octnctcg netic cn Ob 1957 
BCI : 

LIBOR plus 5.5% Senior term loan (1998 — US $300 million, 1997 — US $146 million) 

due in varying semi-annual payments ending in 2002 456 208 
14.0% Senior discount notes (US $137 million) due 2004 208 - 
14.125% Senior deferred coupon bonds (1998 — US $222 million, 1997 — US $196 million) 
due 2005 338 279 

Other (b) 504 115 

Total — BCI 1,506 602 
Nortel Networks (see Note 1) _ 2,567 
Other subsidiaries 889 682 
Total long-term debt 10,349 12,784 
Less: due within one year 1,089 1,629 
Long-term debt 9,260 T1355 
(b) Other consists mainly of bank, term equipment and other 

financing at various rates due at different dates no later than 2006. 
Long-term debt maturities during each of the next five years are summarized below: 
Years ending Decembe nna Siegal 2000 ceca 2s em 2008 
BCE Inc. 327 173 150 912 
Bell Canada 634 554 152 303 537 
BCE Mobile 2 252 3 3 3 
BCI 109 180 278 236 269 
Other subsidiaries 17 101 81 110 27 
Total maturities 1,089 1,240 664 1,564 836 


At December 31, 1998, unused bank lines of credit, for general 
corporate purposes and to support commercial paper borrowings, 


generally at the banks’ prime rate of interest, amounted to approxi- 
mately $3.1 billion. 
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14. FINANCIAL INSTRUMENTS 


Risk management 

BCE Inc. uses cross currency swaps to hedge its foreign currency 
denominated long-term debt against fluctuations in foreign 
exchange rates. The Corporation also uses interest rate swaps to 
manage its exposure to interest rate fluctuations and reduce its 
financing costs. 

Bexi CanaDaA uses cross currency swaps, forward contracts and 
interest rate swaps to manage its foreign currency and interest rate 
positions associated with its debt instruments. Bell Canada generally 
uses these derivative contracts to reduce its financing costs and to 
diversify Bell Canada’s access to capital markets. 

BCE Mobite uses a cross currency swap to hedge its only foreign 
currency denominated debt instrument against fluctuations in 
foreign exchange rates. 

BCI operates internationally and as such is exposed to fluctuations 
in foreign exchange rates. BCI does not currently use financial 
instruments to limit its exposure to fluctuations in foreign exchange 
rates on its investments or long-term debt, or to manage the risk of 
interest rate fluctuations on existing long-term debt. 


Credit risk 

BCE is exposed to credit risk in the event of non-performance by 
counterparties to its derivative financial instruments, but does not 
anticipate non-performance by any of the counterparties. BCE deals 
only with highly-rated financial institutions and monitors the credit 
risk and credit standing of counterparties on a regular basis. BCE 
manages its exposure so that there is no substantial concentration of 
credit risk resulting from interest rate swaps, cross currency swaps, 
forward contracts and option contracts. In addition, BCE is exposed 
to credit risk from customers. However, BCE’s businesses have a 
large number of diverse customers which minimizes the concen- 
tration of this risk. 


Currency exposures 

The terms of the cross currency contracts essentially match the 
terms of the hedged item. The following table summarizes the debt- 
related strategies used to manage the exposure to fluctuations in 
foreign exchange rates, as at December 31, 1998: 


Before-hedging strategies After-hedging strategies 


Canadian Foreign Canadian Foreign 
«ssn Oe el eh EE Meee eR ken Vota oe cidsntisunademneitiorce stele Fg Sunny ee 
Long-term debt 
BCE Inc. 1,862 1173 739 1,862 = 
Bell Canada 5,548 4,424 1,124 4,382 1,166 
BCE Mobile 544 314 230 544 = 
BCI 1,506 — 1,506 - 1,506 
Other subsidiaries 889 724 165 724 165 
Total long-term debt 10,349 6,585 3,764 i502 2,000 
Notes payable 258 197 61 197 61 


Principal amounts to be received under cross currency swaps and 
forward contracts include £ 50 million, DM 150 million, 
SF 300 million, US $550 million and $180 million. 


56 BCE Inc. 1998 Annual Report 


Principal amounts owed under cross currency swaps and forward 
contracts include US $322 million and $1,010 million. 


14. FINANCIAL INSTRUMENTS (continued) 


Interest rate exposures 

Long-term debt is mainly issued at fixed interest rates and notes 
payable are issued at market rates for commercial paper. The terms 
of the interest rate swaps are related to the hedged item and are 
principally between two and nine years in duration. 


The following table summarizes the debt and preferred share-related 
strategies used to manage the exposure to interest rate fluctuations 
and reduce financing costs, as at December 31, 1998: 


Before-hedging strategies 


Fixed Fixed Floating 


Floating 


SM te ee Aaah hoes SE costes pA asdl oe awielrahors Jotal cconmenanannu. terest rate interest rate interest rate interest rate 
Long-term debt 

BCE Inc. 1,862 1,250 612 1,862 - 
Bell Canada 5,548 5,548 - 5,398 150 
BCE Mobile 544 544 - 544 ~ 
BCI 1,506 685 821 685 821 
Other subsidiaries 889 843 46 843 46 
Total long-term debt 10,349 8,870 1,479 9,332 1,017 
Preferred shares 1,700 1,700 _ 1,050 650 
Notes payable 258 73 185 73 185 


Fair value 

Fair values approximate amounts at which financial instruments 
could be exchanged between willing parties, based on current mar- 
kets for instruments of the same risk, principal and remaining matu- 
rities. Fair values are based on estimates using present value and 
other valuation techniques which are significantly affected by the 
assumptions used concerning the amount and timing of estimated 
future cash flows and discount rates which reflect varying degrees 

of risk. Potential income taxes and other expenses that would be 


incurred on disposition of these financial instruments have not been 
reflected in fair values. 

Therefore, due to the use of subjective judgement and uncertain- 
ties, the aggregate fair value amount should not be interpreted as 
being realizable in an immediate settlement of the instruments. 


At December 31, 1998 and 1997, the carrying value of all financial 


instruments approximates fair value with the following exceptions: 


Long-term debt due within one year 

Long-term debt 

Retractable preferred shares (a) 

Derivative financial instruments, net asset (liability) position: 
Cross currency swaps (b) 
Forward contracts (b) 
Interest rate swaps 


Options 


Accounts receivable securitization balances are summarized 
in Note 9. 


(a) Preferred shares, having liability characteristics, issued by sub- 
sidiaries to non-controlling interest, are included in other 
long-term liabilities on the balance sheet, with dividends treated 
as interest expense. 

(b) Amounts receivable or payable under cross currency contracts 
are included in current assets, deferred charges or liabilities, 
as appropriate. 


1998 1997 
Carrying Carrying 

pails ye: pel core 
1,089 1,112 1,629 1,641 
9,260 10,731 11,155 12,384 
129 133 129 148 
126 116 (74) (49) 
(6) (6) (9) (26) 

= 73 _ 3 

= 5 -- (34) 

Guarantees 


At December 31, 1998, BCE had outstanding guarantees of 

$375 million ($450 million in 1997) representing financial, bid, 
performance and advance payment guarantees issued in the normal 
course of business. 
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15. NON-CONTROLLING INTEREST 


BED ee DES tI ec ick Ue eee ee ore ee ie wae wisi 

Non-controlling interest in subsidiaries: 
Nortel Networks — (a) 3,503 
BCE Mobile 305 215 
New Tel Enterprises Limited 162 116 
Other 176 262 
643 4,096 

Preferred shares issued by subsidiaries: 

Nortel Networks — (a) 850 
Bell Canada 630 630 
Other 85 35 
715 1,515 
1,358 5,611 


(a) Following Nortel Networks’ acquisition of Bay Networks (see 
Note 6), BCE changed, prospectively, its accounting for Nortel 
Networks from full consolidation to equity accounting effective 
September 1, 1998. 
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16. PREFERRED SHARES 


Authorized 

The articles of incorporation of the Corporation provide for an 
unlimited number of First Preferred Shares and Second Preferred 
Shares. The articles authorize the Directors to issue such shares in 
one or more series and to fix the number of shares of each series, 
and the conditions attaching to them. 


CUMULATIVE REDEEMABLE FIRST PREFERRED SHARES 


Authorized and outstanding 

The following provides a summary of the principal terms and condi- 
tions relating to the Corporation’s authorized and outstanding series 
of First Preferred Shares. The detailed terms and conditions of such 
shares are set forth in the Corporation's articles of incorporation. 


5 AGA od SORA ASSO ROO HE RCM BONE BS QDOOGSORE 85 BR OCG OAISOS AOU OO OPO NG BO c5 GOH Cd BOM nO OHOCOE IE CCAR RO Cae 5 0b DHODE Ge Sonn PCG LIODC DORE EUnE Harte ORG T OcTEO EOC COCr NAGATA Cn Sa Sameer Err as Authorized Outstanding 
ae : wos 2 a ap ing tee ON aa ae ae 

Dividend Convertible Convertible Redemption Redemption Number Stated capital 

Series Rate Date (on or after) into Date Price of shares 1998 oY, 
P $1.600 July 15, 2002 (a) common shares April 15, 2002 $25 16,000,000 (h) 400 400 
ahs $1.725 (b) December 1, 2000 Series R December 1,2000 $25 (c) 8,000,000 (h) 200 200 
R (g) December 1, 2005 Series Q. December 1,2005 $25 8,000,000 _ - 
S $1.320 (b) November 1, 2001 Series T November 1,2001 $25 (c) 8,000,000 (h) 200 200 
418 (g) November 1, 2006 Series S November 1, 2006 $25 8,000,000 - = 
U(d) $1.385 (e) March 1, 2007 Series V March 1, 2007 $25 (£) 22,000,000 (h) 350 350 
V (g) March 1, 2012 Series U March 1, 2012 $25 22,000,000 ~ - 
W(d) =‘ $1.363  (e) September 1, 2007 Series X September 1,2007 $25 (f) 20,000,000 (h) 300 300 
xX (g) September 1, 2012 Series W September 1,2012 $25 20,000,000 _ - 
8 $1.150 (b) December 1, 2002 Series Z December 1, 2002 $25 (c) 10,000,000 (h) 250 250 
Z (g) December 1, 2007 Series Y December 1,2007 $25 10,000,000 _ = 
1,700 1,700 


All series outstanding as at December 31, 1998 are non-voting 
except under certain circumstances when the holders are entitled to 
one vote per share and are convertible at the holder’s option. 


(a) The Corporation may, at any time, elect to create a further series 
of preferred shares into which the Series P shares will be convert- 
ible on a share-for-share basis at the option of the holder. 

The Series P shares are, subject to the approval of certain stock 
exchanges, also convertible into common shares at the 
Corporation's option. 

(b) Holders of Series Q, Series S and Series Y shares will be entitled 
to floating adjustable cumulative dividends commencing with 
the month of January 2001, December 2001 and January 2003, 
respectively. 

(c) The Corporation may redeem Series Q, Series S and Series Y 
shares at any time after December 1, 2000, November 1, 2001 
and December 1, 2002, respectively, for $25.50 per share. 


(d) The Corporation has entered into interest rate swap agreements 
until 2007 to effectively convert the Series U and W fixed divi- 
dends to floating rate dividends equal to the 90-day Bankers’ 
Acceptance Rate less 0.675% and 0.594%, respectively. 

(e) Holders of Series U and Series W shares will be entitled to float- 
ing cumulative dividends commencing with the month of April 
2007 and October 2007, respectively. 

(f) The Corporation may redeem the Series U and Series W shares 
on and after March 1, 2007 and September 1, 2007, respectively. 
However, if these Series are listed on the Montreal or Toronto 
stock exchange, the redemption price after these dates shall be 
$25.50 per share. 

(g) Authorized but not issued. 

(h) Authorized and outstanding, except that only 14,000,000 Series 
U shares and 12,000,000 Series W shares are outstanding. 
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17. COMMON SHARES 


All references to number of common shares, stock options and 
per share amounts have been restated to reflect the subdivision of 
common shares on a two-for-one basis on May 14, 1997. 


Authorized: an unlimited number of common shares. 


AbDeceimber.S1-- 2 28. ou eiiaae 0 Pha Ota eer rs 5 en ee etre 1998 oo Leer 
Deas ghs Carn maori ee eae Anthem Caste ee oe ee ee coe 

of shares capital of shares capital 
Orato. 4. 640,131,136 6,559 635,949,923 6,316 


Changes in the number of common shares outstanding during the last two years: 


1998 1997 
hy A <2: CO re kre SCS) enn eer ues LN io yi emt E ee. OCI a 
of shares capital of shares capital 
Shares issued 
For cash 
Shareholder Dividend 
Reinvestment and Stock Purchase Plan 2,017,882 106 3,054,189 1S 
Employees’ Savings Plan 1,338,311 75 - - 
Exercise of stock options 603,375 15 525,003 12 
Exercise of put options by 
CGI shareholders (see Note 4) 878,045 54 SS = 
Shares purchased for cancellation (656,400) (7) (3,560,303) (35) 
4,181,213 243 es) 90 


During the year ended December 31, 1998, the Corporation pur- 
chased 656,400 of its common shares (3,560,303 in 1997), under 
a normal course issuer bid, for an aggregate price of $32 million 
($134 million in 1997), of which $1 million was charged to 
contributed surplus ($6 million in 1997) and $24 million was 
charged to retained earnings ($93 million in 1997). 


At December 31, 1998, 1,468,979 common shares were reserved 
for issuance under the DRP. 


Employees’ Savings Plan (ESP) 

The ESP enables employees of the Corporation and its participating 
subsidiaries to acquire BCE Inc. common shares through regular 
payroll deductions plus employer contributions, if applicable. The 
purpose of the ESP is to encourage employees to own shares of the 
Corporation. Participation at December 31, 1998, was 34,793 
employees (39,825 employees in 1997). 

Common shares of the Corporation are purchased by the ESP 
Trustee on behalf of the participants on the open market, by private 
purchase or from BCE Inc., as determined from time to time by 
BCE Inc. The total number of ESP shares purchased on behalf of 


employees, including purchases from the Corporation shown in the 


Shareholder Dividend Reinvestment and 

Stock Purchase Plan (DRP) 

The Corporation’s DRP allows holders of its common shares to 

invest cash dividends and optional cash payments in newly issued 

common shares of the Corporation. Participants may purchase 

shares quarterly with common share cash dividends; in addition, 

participants may purchase shares monthly with optional cash pay- 

ments up to an aggregate sum of $20,000 in each 12-month period 

ending October 15. Optional cash payments amounted to table above, was 3,004,844 during 1998 and 4,723,677 in 1997. 

$20 million in 1998 and $29 million in 1997. At December 31, 1998, 9,500,215 common shares were reserved 
The issue price of DRP shares is the average of the closing prices _ for issuance under the ESP. 

for a board lot trade of the common shares of the Corporation on 

the Montreal and Toronto stock exchanges on the five trading days 

immediately preceding the investment date. No price discount is 

offered to participants. Eight percent of the number of outstanding 

common shares were enrolled in the DRP as at December 31, 1998 

(ten percent as at December 31, 1997). 
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17. COMMON SHARES (continued) 


Stock options 

Under the Long-Term Incentive (Stock Option) Program (1985), 
options may be granted to officers and other key employees of the 
Corporation and of its subsidiaries to purchase common shares 

of the Corporation at a subscription price of 100% of market value 
on the last trading day prior to the effective date of the grant. 

The options are exercisable during a period not to exceed ten years. 
The right to exercise options generally accrues over a period of 
four years of continuous employment. Options are not generally 
exercisable during the first 12 months after the date of the grant. 
At December 31, 1998, a total of 2,820,295 options were outstan- 
ding (2,329,629 in 1997) at prices ranging between $20.0625 and 
$63.5250 ($18.4062 and $42.25 in 1997), of which 733,789 options 
were exercisable (738,875 in 1997) at prices ranging between 
$20.0625 and $42.250 ($18.4062 and $33.50 in 1997). At 
December 31, 1998, a total of 6,873,202 common shares remained 


18. PENSIONS 


The Corporation and most of its significant subsidiary companies 
maintain non-contributory defined benefit plans that provide for 
pensions for substantially all their employees based on length of ser- 
vice and rate of pay. BCE’s funding policy is to make contributions 
to its pension funds based on various actuarial cost methods as per- 
mitted by pension regulatory bodies. The companies are responsible 
to adequately fund the plans. Contributions reflect actuarial assump- 
tions concerning future investment returns, salary projections and 
future service benefits. Plan assets are represented primarily by 
Canadian and foreign equities, government and corporate bonds, 
debentures, secured mortgages and real estate. 


authorized for issuance under this Program. Shares covered by 
options granted with respect to any year may not exceed 0.5% of the 
outstanding common shares of the Corporation at the end of the 
immediately preceding year. 

Simultaneously with the grant of an option, the employee may 
also be granted the right to a special compensation payment (SCP). 
The amount of any SCP is equal to the increase in market value of 
the number of the BCE Inc. shares covered by the SCP (which may 
not exceed the number of shares covered by the option to which it is 
related) from the date of grant of the SCP to the date of exercise of 
the option to which the SCP is related. SCP’s have been granted as 
follows: 1,421,650 in 1998 and 861,900 in 1997. At December 31, 
1998, 2,638,107 SCP’s covering the same number of shares as the 
options to which they are related are outstanding. 


The pension credit and the projected plan benefits are based 
on management'’s best estimates including long-term rate of return 
on the pension asset portfolio and long-term salary escalation rates. 
Variances between such estimates and actual experience, which may 
be material, are amortized over the average remaining service lives of 
the employees. From 1994 to 1997, adjustments to accrued benefits 
arising from workforce reduction programs were deferred and amor- 
tized over five years in conformity with a CRTC ruling. As a result 
of the discontinued application of regulatory accounting provisions, 
the unamortized balance of these pension credits was written-off in 
1997 and included in the extraordinary item (see Note 2). In addi- 
tion, included in the restructuring charges (see Note 5) are pension 
credits associated with employee severance. 
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18. PENSIONS (continued) 


The following table sets forth the consolidated financial position of the pension plans and BCE’s net pension asset: 


Nicene eT: MN 1608.0. | Wii 1997 
Plan assets at market value 10,824 17,244 
Actuarially projected plan benefits 

Accumulated plan benefits 6,622 12299 

Effect of salary projections 721 159d 
Projected plan benefits 7,343 13,896 
Plan assets in excess of projected plan benefits 3,481 3,348 
Unrecognized net experience gains (i) (2,282) (2,495) 
Unrecognized net assets existing at January 1, 1987 (i) (42) (56) 
Unrecognized prior period costs (i) 108 141 
Net pension asset reflected on the consolidated balance sheet 1,265 938 
Deferred pension asset, included in deferred charges (see Note 9) 1,364 1,363 
Deferred pension obligation, included in other long-term liabilities (99) (425) 
Net pension asset 1,265 938 
(i) Amortized over the employees’ expected average remaining service lives (15 years at December 31, 1998). 
The components of BCE’s pension credit follow: 

1996. eid 

Service cost — benefits earned 288 343 
Interest cost on projected plan benefits 939 1,084 
Expected return on plan assets (1,217) (1,307) 
Net amortization and other (82) (167) 
Pension credit (72) (47) 


19. COMMITMENTS AND CONTINGENT LIABILITIES 


Commitments 

At December 31, 1998, the future minimum lease payments under 
capital leases were $39 million. At December 31, 1998, the future 
minimum lease payments under operating leases with initial non- 
cancellable lease terms in excess of one year were $200 million in 
1999, $185 million in 2000, $172 million in 2001, $144 million in 
2002, $130 million in 2003 and $810 million thereafter. Rental 
expense applicable to operating leases for the year 1998 was 

$659 million and $560 million in 1997. 


Uncertainty due to the year 2000 issue 

(Year 2000 readiness disclosure) 

The Year 2000 issue arises because many computerized systems use 
two digits rather than four to identify a year. Date-sensitive systems 
may recognize the year 2000 as 1900 or some other date, resulting in 
errors when information using year 2000 dates is processed. In addi- 
tion, similar problems may arise in some systems which use certain 
dates in 1999 to represent something other than a date. The effects 
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of the Year 2000 issue may be experienced before, on, or after 
January 1, 2000, and, if not addressed, the impact on operations and 
financial reporting may range from minor errors to significant sys- 
tems failure which could affect an entity’s ability to conduct normal 
business operations. While BCE is addressing the issue, it is not 
possible to be certain that all aspects of the Year 2000 issue affecting 
the entity, including those related to the efforts of customers, 
suppliers, or other third parties, will be fully resolved. 


Litigation 

In the normal course of operations, BCE becomes involved in vari- 
ous claims and legal proceedings. While the final outcome with 
respect to claims and legal proceedings pending at December 31, 
1998, cannot be predicted with certainty, it is the opinion of man- 
agement that their resolution will not have a material adverse effect 
on BCE’s consolidated financial position or results of operations. 


20. RECONCILIATION OF EARNINGS REPORTED IN ACCORDANCE WITH CANADIAN GAAP 


WITH UNITED STATES GAAP 


The material differences between Canadian and United States 
GAAP affecting the consolidated financial statements of BCE are 


reconciled in the table below. 


Net earnings (loss) applicable to common shares — Canadian GAAP 
Adjustments 

Purchased in-process research and development (a) 

Gain on reduction of ownership in subsidiary and associated companies (b) 

Goodwill (b) 

Postretirement benefits other than pensions (c) 

Postemployment benefits (d) 

Income taxes (e) 

Income tax benefit related to stock options (f) 

Pension credit (g) 

Foreign exchange (h) 

Other 


Net earnings (loss) applicable to common shares — U.S. GAAP 
Other comprehensive earnings items: 

Change in currency translation adjustment 

Change in unrealized gain on investments, net 


Comprehensive earnings (loss) - U.S. GAAP 


Net earnings (loss) per common share — Canadian GAAP 
— U.S. GAAP (i) 
* Basic 
* Fully diluted 


cs Orne A eh 1996 eh wet! 
4,505 (1,610) 
(319) = 
(698) - 
(123) _ 
(65) (67) 
(17) (6) 
(527) (41) 
(20) (27) 
(13) 20 
(24) (17) 
(32) (42) 
2,667 (1,790) 
(17) 79 

6 ==, 
2,656 (1,711) 
7.07 (2.53) 
4.18 (2.81) 
4.12 (2.81) 


The cumulative effect of differences between Canadian and 
United States GAAP is to reduce retained earnings by 

$2,610 million as at December 31, 1998 and $772 million as at 
December 31, 1997. 


(a) Purchased in-process research and development (R&D) 
Under Financial Accounting Standards Board (FASB) Statement 
No. 2 “Accounting for Research and Development Costs”, pur- 
chased in-process R&D having no alternative future use must be 
written-off at the time of acquisition. The adjustment represents 
the difference between the write-off of purchased in-process 
R&D recorded under United States GAAP and the purchased 
in-process R&D expense recorded under Canadian GAAP. The 
cumulative effect of this difference is to reduce retained earnings 
as reported under Canadian GAAP by $319 million. 

(b) Gain on reduction of ownership in subsidiary and associated 
companies / Goodwill 
Under Canadian GAAP, the aggregate purchase price on acquisi- 
tions is based on the market price for a reasonable period before 
and after the date of acquisition. Under U.S. GAAP, the aggre- 


gate purchase price on acquisitions is based on the market price 


for a reasonable period before and after the date of the transac- 
tion’s announcement. The difference in the purchase price under 
Canadian and U.S. GAAP creates a difference in the gain on 
reduction of ownership described in Note 6 (a). The difference in 
the purchase price under Canadian and U.S. GAAP also creates 
a difference in the amount of the purchase price that is allocated 
to goodwill. 

In addition, under U.S. GAAP, if certain conditions are met, 
the pooling of interest method can be used to account for an 
acquisition. Under Canadian GAAP, the pooling of interest 
method can only be used when none of the parties involved can 
be identified as the acquirer. Accordingly, under U.S. GAAP, the 
purchase of Excel by Teleglobe, described in Note 6 (b), would be 
accounted for using the pooling of interest method. This results 
in the assets, liabilities and shareholders’ equity of Teleglobe and 
Excel being combined at book values and, as such, the gain on 
reduction of ownership and goodwill referred to in Note 6 (b) 
would not be recorded. The cumulative effect of these differences 
is to reduce retained earnings as reported under Canadian GAAP 
by $821 million. 
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20. RECONCILIATION OF EARNINGS REPORTED IN ACCORDANCE WITH CANADIAN GAAP 


WITH UNITED STATES GAAP (continued) 


(c) Postretirement benefits other than pensions 
The costs of postretirement benefits other than pensions, such 
as health and life insurance benefits for retirees, are generally 
charged to earnings when paid. FASB Statement No. 106 
“Employers’ Accounting for Postretirement Benefits Other Than 
Pensions” requires the accrual of actuarially determined post- 
retirement benefit costs as active employees earn these benefits. 

In reporting the impact of the adoption of Statement No. 106, 

the accumulated transitional obligation (i.e., employees’ service 
prior to adopting the new method of accounting effective January 
1, 1993) of most of BCE’s telecommunications subsidiary and 
associated companies is amortized over 20 years. The cumulative 
effect of this difference is to reduce retained earnings as reported 
under Canadian GAAP by $519 million. 

(d) Postemployment benefits 
The costs of postemployment benefits are generally recognized as 
the claims are paid. FASB Statement No. 112 “Employers’ 
Accounting for Postemployment Benefits” requires the accrual of 
the postemployment benefits at the occurrence of an event that 
renders an employee inactive. The cumulative effect of this differ- 
ence is to reduce retained earnings as reported under Canadian 
GAAP by $125 million. 

(e) Income taxes 
Under FASB Statement No. 109 “Accounting for Income Taxes”, 
BCE adjusted its net deferred income tax liability for all tempo- 
rary differences between the carrying amounts of assets and lia- 
bilities, including investments in significantly influenced 
investees, for financial reporting purposes and the amounts used 
for income tax purposes, computed based on the rates and provi- 
sions of the enacted tax law. The cumulative effect of this differ- 
ence is to reduce retained earnings as reported under Canadian 


GAAP by $502 million. 


21. SUBSEQUENT EVENTS 


Strategic alliance with Manitoba Telecom Services Inc. 
(MTS) 

On January 27, 1999, Bell Canada announced a strategic alliance 
with MTS that will make the two companies partners in the 
Manitoba, Alberta and British Columbia telecommunications mar- 
kets. As part of its agreement with MTS, Bell Canada invested 

$336 million to acquire from treasury 6.2 million common shares of 
MTS and 7.8 million preferred shares of MTS which, upon success- 
ful completion of the MTS issuer bid for 14 million common shares, 
will give Bell Canada 20% of the issued and outstanding shares of 
MTS. In addition, Bell Canada and MTS will found a new tele- 
communications company to offer local access, long distance 

and data and integrated services and distribute BCE Nexxia Inc. 
broadband/P services to large national business customers who 
require regional coverage in Alberta and British Columbia. The 

new company will be owned two thirds by MTS and one third by 
Bell Canada. 
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(f) Income tax benefit related to stock options 
Under Accounting Principles Board No. 25 “Accounting for 
Stocks Issued to Employees”, the tax benefit associated with 
deductible stock option compensation is treated as an increase in 
share capital. Under Canadian GAAP, the income tax benefit is 
treated as a reduction to the income tax provision if compensa- 
tion costs are not recorded. The cumulative effect of this differ- 
ence is to reduce retained earnings as reported under Canadian 
GAAP by $47 million. 

(g) Pension credit 
The difference arises from variations in methodology for calcu- 
lating pension expense, curtailments and settlements under 
Canadian GAAP as opposed to under FASB Statement No. 87 
“Employers Accounting for Pensions” and FASB Statement No. 
88 “Employers Accounting for Settlements and Curtailments of 
Defined Benefit Pension Plans and for Termination Benefits”. 
The cumulative effect of this difference is to reduce retained 
earnings as reported under Canadian GAAP by $14 million. 

(h) Foreign exchange 
Under FASB Statement No. 52 “Foreign Currency Translation’, 
unrealized foreign exchange translation gains and losses on long- 
term monetary assets and liabilities are reported in earnings 
immediately rather than deferred and amortized over the remain- 
ing lives of the related items. The cumulative effect of this differ- 
ence is to reduce retained earnings as reported under Canadian 
GAAP by $119 million. 

(i) Earnings per share 
FASB Statement No. 128 “Earnings Per Share” requires compa- 
nies to replace the presentation of primary earnings per share 
(EPS) with a presentation of basic EPS which is consistent with 
the calculation for Canadian GAAP. The statement also requires 
dual presentation of basic and fully diluted EPS (which includes 


the impact of convertible securities and stock options). 


Issue of Convertible Unsecured Subordinated Debentures 
by BCI 

On February 17, 1999, BCI completed the issuance of $250 million 
6.75% Convertible Unsecured Subordinated Debentures due 2002 
to a syndicate of underwriters. Interest on the debentures will be 
paid semi-annually to holders. BCI has the option to pay the con- 
version value and the interest in the form of BCI common shares or 
cash. On the same day, BCI issued $150 million 6.5% Convertible 
Unsecured Subordinated Debentures due 2002 to Nortel Networks. 
Interest on the debentures will be paid at maturity. BCI has the 
option to pay the conversion value and the interest in the form of 
BCI common shares or cash. 


selected consolidated financial and other data 


(Unaudited) 


Statement of operations data ($ millions) 
Revenues 


Earnings before discontinued operations and extraordinary item 


Loss from discontinued operations 
Extraordinary item 

Net earnings (loss) 

Net earnings (loss) applicable to common shares 


Balance sheet data ($ millions) 

Total assets 

Long-term debt (including current portion) 
Preferred shares 

Common shareholders’ equity 

Capital expenditures 


Common share data 2) 
Earnings (loss) per common share 
Before discontinued operations and extraordinary item 
Discontinued operations 
Extraordinary item 
Net earnings (loss) 
Dividends declared per common share 


Other data 
Network access services (thousands) 


Barc nace ne oct A ho ioc ee A ION Ne ot eee noe meee a mee 
27,454 34,517 28,167 24,624 21,670 19,827 
4,598 1,414 a152 782 1,178 159 
= = rs = = (815) 

- (2,950) = = = = 
4,598 (1,536) 1152 782 1,178 (656) 
4,505 (1,610) 1,076 695 1,086 (750) 
32,072 40,298 41,261 38,861 38,193 36,838 
10,349 12,784 12,586 13,062 1738 L135 
1,700 1,700 1,450 1250 222 229 
11,945 8,109 10,522 10,039 10,123 9,694 
3,774 3,413 3,128 2,804 2,811 3,210 
7.07 aid 1.70 i712 1.76 0.11 

- = = = = (1.33) 

- (4.64) = = = - 

7.07 (2.53) 1.70 a2 1/6 (1222) 
1.36 1.36 1.36 1.36 1.34 153 
11,550 11,190 10,866 10,593 10,301 10,015 
58 122 12h 121 116 118 


Number of employees (thousands) 


quarterly financial data 


3rd Quarter 3) 
1997 


2nd Quarter 3) 


1st Quarter 3) 
1997 


($ millions except per share amounts) 

(Unaudited) 1998 
Revenues 3,715 
Operating earnings 848 
Net earnings before extraordinary item 344 


Extraordinary item 
Net earnings (loss) 344 
Net earnings (loss) applicable to common shares 320 
Earnings (loss) per common share ?) 

Before extraordinary item 0.50 

Extraordinary item 

Net earnings (loss) 0.50 
Average number of common shares 

outstanding (millions) 2) 639.7 


4th Quarter 

1997 1998 
105355 6,597 
1,541 4,303 
416 3,740 
(2,950) ~ 
(2,534) 3,740 
(25553) 3,716 
0.63 5.83 
(4.64) - 
(4.01) 5.83 
636.0 637.9 


(1) Revenues, balance sheet data and number of employees for 1998 reflect the deconsolidation of Nortel Networks as of August 31, 1998. 


(2) Adjusted to reflect the BCE two-for-one stock split effective May 14, 1997. 


(3) Nortel Networks reported its first, second and third quarter results of 1998 in accordance with established accounting practices and valuations of acquired in- 
process research and development provided by independent valuators. These valuations were reconsidered in light of recent guidance provided by the WS: 
Securities and Exchange Commission regarding valuation methodology. Based on this new valuation methodology, BCE’s previously reported first, second and 
third quarter results of 1998 were restated. The impact of the restatement was to increase net earnings (loss) applicable to common shares by $22 million, 
$46 million and $77 million in the first, second and third quarters of 1998, respectively. 


8,112 
1,315 
446 


636.1 


636.7 


636.1 
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board of directors 


L.R. Witson, O.C. 


Oakville, Ontario 

Chairman of the Board of BCE Inc. 

A director from May 1985 to 
September 1989 and since November 
1990. Chairman of the Corporate 
Governance Committee and a member 
of the Pension Fund Policy Committee. 
A director of Bell Canada, Bell Canada 
International Inc. and Northern 
Telecom Limited. 


Jean C. Monty, C.M. 


Montreal, Quebec 

President and Chief Executive 

Officer, BCE Inc. 

A director from May 1991 to 
September 1992 and since October 
1997. A member of the Pension Fund 
Policy Committee. Chairman and 
Chief Executive Officer of Bell 
Canada and Chairman of the Board of 
Bell Satellite Services Inc. A director 
of BCE Mobile Communications Inc., 
Bell Canada International Inc., 

CGI Group Inc., Northern Telecom 
Limited, Teleglobe Inc. and 

Telesat Canada. 


Raven M. Barrorp 


Toronto, Ontario 

President 

Valleydene Corporation Limited 

A director since April 1987. Chairman 
of the Management Resources and 
Compensation Committee and a 
member of the Corporate Governance 
Committee. A director of Bell Canada 
and Northern Telecom Limited. 


corporate officers 


Jean C. Monty 


President and 


Chief Executive Officer 
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Ricuarp J. Currie, C.M. 
Toronto, Ontario 
President 
George Weston Limited 
A director since May 1995. A member 
of the Management Resources and 
Compensation Committee. A director 
of Bell Canada and Northern Telecom 
Limited. 


JEANNINE GUILLEVIN Woop, O.C. 
Montreal, Quebec 
Chairman of the Board 
Laurentian Bank of Canada 
A director since May 1989. A member 
of the Audit Committee. A director of 
Bell Canada. 


Downna S. KauFMAN 
Toronto, Ontario 
Lawyer and Corporate Director 
A director since June 1998. 
A member of the Pension Fund Policy 
Committee. A director of Bell Canada 
International Inc. 


Brian M. Levirr 
Montreal, Quebec 
President and Chief Executive 
Officer, Imasco Limited 
A director since May 1998. 
A member of the Audit Committee. 


Gerap J. MAIER 
Calgary, Alberta 
Chairman Emeritus 
TransCanada PipeLines Limited 
A director since January 1987. 
A member of the Management 
Resources and Compensation 
Committee. 


Wi.iram D. ANDERSON 
Chief Financial Officer 


Joser J. FRIDMAN 
Chief Legal Officer 


Peter J.M. NicHoLson 
Chief Strategy Officer 


Peter M. SHARPE 
Chief Human Resources and 
Administration Officer 


Joun H. McArtuur 
Wayland, Massachusetts 
Dean Emeritus 
Harvard University Graduate School 
of Business Administration 
A director since May 1995. A member 
of the Management Resources and 
Compensation Committee. 


J. Epwarp Newa tt, O.C. 
Calgary, Alberta 
Chairman, Newall and Associates 
A director since May 1989. 
Chairman of the Audit Committee. 
A member of the Corporate 
Governance Committee. A director 
of Bell Canada and Bell Canada 


International Inc. 


Guy Saint-Pierre, O.C. 
Montreal, Quebec 
Chairman of the Board 
SNC-Lavalin Group Inc. 
A director since May 1995. 
A member of the Audit Committee. 


Victor L. Youne, O.C. 
St. John’s, Newfoundland 
Chairman and Chief 
Executive Officer 
Fishery Products 
International Limited 
A director since May 1995. 
Chairman of the Pension Fund Policy 
Committee. A member of the 
Corporate Governance Committee. 


Prerre N. LessarpD 
Vice-President and Treasurer 


Barry W. Pickrorp 
Vice-President, Taxation 


Marc J. Ryan 
Vice-President, 
Associate General Counsel and 
Corporate Secretary 


BCE has established permanent committees of the Board of 
Directors to permit continuing review in the areas of auditing, 
pension fund policy, corporate governance and management 
resources and compensation. 

Tue Aupit ComMITTEE reviews, reports and, where 
appropriate, provides recommendations to the Board on: the 
annual and interim consolidated financial statements and the 
integrity of the financial reporting of the Corporation; the 
adequacy of the Corporation’s processes for identifying and 
managing risk; the adequacy of its internal control system; the 
adequacy of its processes for complying with laws and 
regulations; the appropriateness of, and compliance with, the 
policies and practices of the Corporation relating to business 
ethics; the appointment, terms of engagement and proposed 
fees of the shareholders’ auditor; the appointment and mandate 
of the internal auditor; the relationship between related entities’ 
audit committees and that of the Corporation; and the 
relationship between the Audit Committee, other standing 
committees of the Board of Directors and management. The 
Audit Committee met six times during 1998. 

Tue Pension Funp Poticy CoMMITTEE (PFPC) advises 
the Board of Directors on policy with respect to the administra- 
tion, funding and investment of the Corporation’s pension plan 
and the unitized pooled fund sponsored by the Corporation for 
the collective investment of the Corporation's pension fund and 
participating subsidiaries’ pension funds (the “Master Fund”). 
The PFPC also generally oversees the administration and 
investment policies of the Corporation’s pension plan and 


Master Fund. The PFPC met twice in 1998. 


MEMBERS OF COMMITTEES OF THE BOARD 


Audit Pension Fund Policy 
J.E. NEwaLi V.L. Younc 

Chairman Chairman 

J. GurLLevin Woop D.S. KaurMAN 

B.M. Levitr J.C. Monty 

G. Saint-PreERRE L.R. Witson 


committees of the board 


Effective January 27, 1999, the Board of Directors 
determined to replace the Management Resources and Nomi- 
nating Committee (the “MRNC’”) by two separate committees, 
the Corporate Governance Committee (the “CGC”) and the 
Management Resources and Compensation Committee 
(the “MRCC”). 

THe CorporaTE GOVERNANCE ComMITTEE (CGC) 
reviews, reports and, where appropriate, provides recommenda- 
tions to the Board on: candidates for election to the Board of 
Directors and matters of corporate governance including stan- 
dards of performance for directors, the size of the Board, tenure 
of directors, performance of directors, directors’ remuneration 
in relation to current compensation practices, structure, 
responsibility and composition of Board committees and the 
merits of shareholder proposals. The CGC also undertakes 
periodic surveys of all directors to allow each director to assess 
the effectiveness of the Board as well as to appraise his or her 
own participation on the Board. It reports to the Board 
periodically on the Board’s assessment of its effectiveness. It 
also assists newly appointed Board members in becoming 
acquainted with the Corporation and its governance process. 

THe MANAGEMENT RESOURCES AND COMPENSATION 
CommiTTEE (MRCC) reviews, reports and, where appropriate, 
provides recommendations to the Board on: the appointment of 
the Chief Executive Officer and other officers; existing 
management resources and succession plans for officers and 
other ranks; the performance of the Chief Executive Officer 
and other officers; the Corporation’s executive compensation 
policy and the compensation of the Chief Executive Officer and 
other officers; and any proposed major changes in organization 
or personnel, or to the Corporation’s pension and benefit plans. 

The predecessor to the CGC and the MRCC, the MRNC, 


met five times in 1998. 


Corporate Management 

Governance Resources and Compensation 
L.R. Witson R.M. BarrorpD 

Chairman Chairman 

R.M. Barrorp R.J. Currie 

J.E. NewaLi G.J. Mater 

V.L. Youne J.H. McArruur 
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shareholder information 


AVERAGE DAILY TRADING VOLUMES 


CL eae 1998 pete 
Toronto _ 1,796 
Montreal 137 
NYSE Consolidated tape 226 


DIVIDENDS ON COMMON SHARES* 


Recotd Date en iys ana: ne 
March 15, 1999 April 15, 1999 
June 15,1999 July 15, 1999 


October 15, 1999 
January 15, 2000 


September 15, 1999 
December 15, 1999 


* Subject to approval by the Board of Directors. 


DIVIDENDS PAID 


Since 1995, quarterly dividends of $0.34 per 
common share have been paid. 


NUMBER OF SHARES AND SHAREHOLDERS 


At December 31, 1998, there were 

640,131,136 BCE common shares outstanding 
and 200,304 registered common shareholders, 
and 68,000,000 preferred shares outstanding, 
and 758 registered preferred shareholders. 


SPECIAL SERVICES FOR SHAREHOLDERS 


1 Join BCE’s Dividend Reinvestment and 
Stock Purchase Plan and increase your 
investment in BCE common shares 
without brokerage costs. 

2 Avoid postal delays and trips to the bank 
by joining BCE’s bank deposit program 
for your dividends. 

3 Help BCE control costs and eliminate 
duplicate mailings by consolidating 
your accounts. 


For more information, contact: 
Montreal Trust Company 
(514) 982-7555 in the Montreal area 
or 1 800 561-0934 
(toll free in Canada and the U.S.) 


L MEETING 


1999 ANNU 


ESTATE AND SUCCESSION DUTIES 


There are no estate taxes or succession duties 
imposed by Canada or by any province of 
Canada. 


CANADIAN WITHHOLDING TAXES 
ON FOREIGN INVESTORS 


Dividends on BCE shares paid or credited to 
non-residents of Canada are subject to with- 
holding tax at 25%, unless reduced by treaty. 
Under current tax treaties, U.S. and U.K. 
residents’ withholding tax rate is 15%. 


Tf you have questions concerning withholding 
taxes, please contact BCE Investor Relations: 
1 800 339-6353 
(toll free in Canada and the U.S.) 
Fax: (514) 786-3970 


FOREIGN OWNERSHIP OF BCE SHARES 


In order to maintain the eligibility of its 
Canadian common carrier subsidiaries under 
the Telecommunications Act, BCE has cer- 
tain powers to limit foreign ownership to no 
more than one-third of all of its outstanding 
voting shares. At December 31, 1998, foreign 
ownership of BCE common shares was 
some 11%. 


STOCK EXCHANGE LISTINGS 


Montreal, Toronto, Vancouver, New York, 
London and the Swiss Exchange. 


+ Adjusted to reflect the BCE two-for-one stock split effective May 14, 1997. 
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TRANSFER OFFICES AND 
REGISTRAR FOR SHARES 


CANADA 
Montreal Trust Company: 
(514) 982-7555 in the Montreal area 
or 1 800 561-0934 
(toll free in Canada and the U.S.) 


New Yorx 
Bank of Montreal Trust Company: 
(212) 701-7652 


LONDON 
The CIBC Mellon Trust Company: 
(44) 181 478 1888 


CORPORATE DOCUMENTS 


BCE 


1000, rue de La Gauchetiére O. 


Bureau 3700 
Montréal (Québec) 
H3B 4Y7 


www.bce.ca 


CORPORATE COMMUNICATIONS 
tel: 1888 932-6666 
fax: (514) 786-3964 


INVESTOR RELATIONS 
tel: 1 800 339-6353 
fax: (514) 786-3970 


SHAREHOLDER ACCOUNT 
AND DIVIDEND INQUIRIES 
Montreal Trust Company 
PO. Box 1100, Station B 
Montréal (Québec) 
H3B 3K9 
tel: (514) 982- 7555 or 

1 800 561-0934 
fax: (514) 982-7635 


‘TRADE-MARKS 

BCE, BELL CANADA ENTERPRISES, BCE 
EmMerGIS, BCE NEXxxIA, BCE MOBILE ARE 
TRADE-MARKS OF BCE INC. BELL, BELL 
CANADA, BELL NEXXIA, BELL ACTIMEDIA, 
BELL SATELLITE, BELL WORLD, ESPACE 
BELL, BELL MOBILITY, BELL CANADA 
UNIVERSITY LABS, ZERO WASTE ARE 
TRADE-MARKS OF BELL CANADA. 
DMS-100, NorsTAR, NORTEL, NORTEL 

_| NETWORKS, VISTA ARE TRADE-MARKS OF 
NORTHERN TELECOM LIMITED. TSE 300 
COMPOSITE INDEX AND TORONTO STOCK 
EXCHANGE ARE TRADE-MARKS OF THE 
TORONTO STOCK EXCHANGE. BCI AND 
BELL CANADA INTERNATIONAL ARE 
TRADE-MARKS OF BELL CANADA 
INTERNATIONAL INC. ANIK, NIMIQ AND 
TELESAT ARE TRADE-MARKS OF TELESAT 
CANADA. BONVOYAGE.COM AND 
ELECTRONIC PHONE BOOK ARE TRADE- 
MARKS OF BELL ACTIMEDIA INC. 
EXPRESSVU IS A TRADE-MARK OF BELL 
SATELLITE SERVICES INC. TORONTO.COM 
IS A TRADE-MARK OF TORONTO.COM. 
AOL IS A TRADE-MARK OF AMERICA 
ONLINE INC. COMPUSERVE IS A TRADE- 
MARK OF COMPUSERVE CORPORATION. 
INTRIA IS A TRADE-MARK OF INTRIA 
CORPORATION. ANX AND AUTOMOTIVE 
NETWORK EXCHANGE ARE TRADE-MARKS 
OF AUTOMOTIVE INDUSTRY ACTION 
Group. CANADA’s SCHOOLNET IS A 
TRADE-MARK OF HER MAJESTY THE 
QUEEN IN RIGHT OF CANADA AS 
REPRESENTED BY THE MINISTER OF 
INDUSTRY. IRIDIUM IS A TRADE-MARK OF 
IRIDIUM INC. SYMPATICO IS A TRADE- 
MARK OF MEDIALINX INTERACTIVE, 
LIMITED PARTNERSHIP. FIRST RATE IS A 
TRADE-MARK OF MTS NETCOM INC. 
D-WAVE ZuMA IS A TRADE-MARK OF 
SONY ELECTRONICS INC. SIMPLYONE IS A 
TRADE-MARK OF SASKTEL. DiRECPC IS A 
TRADE-MARK OF HE HOLDINGS INC. 

ANY OTHER TRADE-MARKS, CORPORATE, 
TRADE OR DOMAIN NAMES USED IN THIS 
ANNUAL REPORT ARE PROPERTIES OF 
THEIR RESPECTIVE OWNERS. 


CANADIAN COMMUNICATIONS SERVICES 


Bett CaNnaDA 

CORPORATE COMMUNICATIONS 
1000, rue de La Gauchetiére O. 
Bureau 3700 

Montréal (Québec) 

H3B 4Y7 | 

tel: 1 888 932-6666 

fax: (514) 786-3964 


www.bell.ca 


Bett ActiMep1a 
COMMUNICATIONS 

1600, boul. René-Lévesque O. 
Bureau 1820 | 

Montréal (Québec) 

H3H 1P9 

tel: (514) 934-2786 

fax: (514) 934-2905 


www.bellactimedia.com 


Beit Mosiry, 
8501, route Transcanadienne 
Saint-Laurent (Québec) 
H4S 1Z1 


www.bellmobility.ca 


PUBLIC AFFAIRS 
tel: (514) 420-3907 
fax: (514) 953-8898 


INVESTOR RELATIONS 
tel: (514) 956-4800 
fax: (514) 333-4616 


IsLaND TELECOM 
COMMUNICATIONS 
P.O. Box 820 
Charlottetown, P.E.I. 
C1A 7M1 

tel: (902) 566-0107 
fax: (902) 566-3265 


www.islandtel.pe.ca 


ManirTosa TELECOM SERVICES 
COMMUNICATIONS 

Room 101C 

489 Empress Street 

Winnipeg, Manitoba 

R3C 3V6 

tel: (204) 941-8244 

fax: (204) 772-6391 


www.mts.mb.ca 


MT«&T 

INVESTOR RELATIONS | 
1505 Barrington Street 
Halifax, Nova Scotia 
B3J 2W3 

tel: (902) 487-4244 
fax: (902) 429-8755 


www.mtt.ca 


NBTEt 

One Brunswick Saee 
P.O. Box 5030 

Saint John, New Brunswick 
E2L 4L4 

tel: 1 800 561-9030 

fax: (506) 694-2028 


www.bruncor.com 


New Tet ENTERPRISES 
PUBLIC RELATIONS 

Fort William Building 
10 Factory Lane 

St. John’s, Newfoundland 
A1C 5H6 

tel: (709) 739-2837 

fax: (709) 739-2845 


www.newtel.com 


NorTHERN TELEPHONE 
COMMUNICATIONS 

25 Paget Street 

P.O. Box 4000 — 

New Liskeard, Ontario 
POJ 1P0 

tel: (705) 647-3443 

fax: (705) 647-3442 


www.northerntel.on.ca 


NorTHWESTEL 
COMMUNICATIONS 
301 Lambert Street 
P.O. Box 2727 
Whitehorse, Yukon 
Y1A 4Y4 

tel: (867) 668-5300 
fax: (867) 668-7079 


www.nwtel.ca 


TELEBEC 
COMMUNICATIONS 
7151, rue Jean-Talon E. 
Bureau 310 

Anjou (Québec) 

H1M 3N8° 

tel: (514) 493-5330 
fax: (514) 493-5389 


www.telebec.qc.ca 


TELEGLOBE 
EXTERNAL COMMUNICATIONS 


1000, rue de La Gauchetiére O. 


Montréal (Québec) 
H3B 4X5 

tel: (514) 868-7272 
fax: (514) 868-7234 


www.teleglobe.ca 


H3A 3)6 


tel: (416) 383-6600 or 


_WWW.expressvu.com 


~ MepiaLinx INTERACTIVE 
~ MEDIA RELATIONS - 


Co Suite 600° 
tel: (416) 350-1515 


- fax: (416) 350-1516 


__. Www.sympatico.ca 


corporate directory 


TECHNOLOGY... 


MEDIA 


BCE Mep1a 

1800, avenue McGill College 
Bureau 1830 

Montréal (Québec) - 


tel: (514) 285-8879 
fax: (514) 285-4477 


Bett ExpressVu 
PUBLIC AFFAIRS 

115 Scarsdale Road 
North York, Ontario © 
M3B 2R2 


1888 SKYDISH | 
fax: (416) 383-6692 


20 Richmond Street East 


Toronto, Ontario 


MSC 3B5. 


TeLesat CANADA. 
1601 Telesat Court 
Gloucester, Ontario 
K1B 5P4 : 
tel: (613) 748-0123 
fax: (613) 748-8712 


www.telesat.ca 


TMI ComMunlicaTIONS © 
1601 Telesat Court 

P.O. Box 9826 

Ottawa, Ontario 

K1G 5M2 

tel: (613) 742-0000 

fax: (613) 742-4100 


www. msat.tmi.ca 


INTERNATIONAL 
COMMUNICATIONS 
SERVICES 


Beit CANADA 
INTERNATIONAL 

1000, rue de La Gauchetiére O. 
Bureau 1100 

Montréal (Québec) 

H3B 4Y8 


www.bci.ca 


CETTE PUBLICATION | 
DISPONIBLE | 


THE ENVIRONMENT, 
‘BCE’s ANNUAL REPOR is 
PRINTED WITH VEGETABLE 
BASED INK AND IS 
COMPLETELY RECYCLABLE. 
THE GLUE USEDINTHE 
BINDING IS RECOVERABLE. 


COMMUNICATIONS 
tel: (514) 392-2427 
fax: (514) 392-2303 


INVESTOR RELATIONS 
tel: (514) 392-2263 
fax: (514) 392-2266 


- Grapuic Desicn: 
ARDOISE DESIGN 
COMMUNICATIONS 


Suite 3205, Central Plaza 

18 Harbour Road MONTREAL (QUEBEC) 
Central Wanchai Piiwrepaye: 

Hong Kong MATTHEWS INGHAM 
tel: (852) 2877-2850 AES 

fax: (852) 2877-2858 A QUEBECOR COMPANY 


BCE 


Printed in Canada 


